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fFinancial highlights

Turnover {including share of joint ventures) Total operating profit before Dividends p

Em exceptional items £m

o7 15226 [o1 ] sso [o01 1 263
(oo ] 5189 [00 ] s85 [00 ] 252
R B 5045 [g99 1 882 g9 | 23.8
EX ! 5022 [g8 ! 538 [98 1 22.3
97 | 4,578 [97 1 492 (97 I 20.5

(1987 exctudes 44.2p speciat dividend)

The Boots Company intends to become the leader
in wellbeing products and services in the UK and
overseas. This will be achieved through a major
programme of change to a more integrated and
focused company supported by the power and
values of the Boots brand.

Our commitment to managing for value
remains unchanged —to maximise the value of
the company for shareholders and generate
superior long term returns.

While vigorously pursuing our commercial
interests we will always work to enhance our
reputation as a well managed, ethical and
socially responsible company.
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QUChainman's statement

T

John McGrath, Chairman

lam delighted to be reporting as
chairman, having been a non-
executive director of Boots since
1997.

Itook over the chairmanship in
August 2000 at an exciting time in
the company’s development: we
are revitalising the business to
confront competitive chailenges
and seize new opportunities, This
wark is aiready well advanced,
under a strong management team.
We have excellent foundations on
which to build - in particular, a
wealth of strong brands with
enormous potential.

Resuits

Salesgrew 0.7% to £5.226.2m. Pre-tax
profit was up 1.8% to £581.1m before
exceptional items.

Last year was not an easy one for
retailers, and while profit performance
was adequate, neither sales growth nor
shareholder returns were satisfactory.
We are convinced that Boots has the
potential to deliver substantially more
value for shareholders, and have begun
a process of change that will reshape
and refocus the business.

Reinventing the business

The Boots that emerges will challenge
mary people’s preconceptions of us.
fo will be a less complex business
integrated around the power and
values of the Boots brand.

The transformation is currently under
way, following the strategic principles
we set outin last year's report for
sustainable long term value creation.
Weintend to compete from strength,
focusing on the health and beauty market
where we have unrivalled autharity,

We will continue to extend into new
markets where we can exploit this
authority and expertise. We will make
even fuller use of our skills in creating
and building brands. And we

wilt go on building our presence in
internationat health and beauty
markets, where Boots Heaithcare
internaticnal is now operating so
successiuily with world-class brands.

Boats will not only be more exciting
and enercetic, It will 2isc be leaner. We
ar (g substential Costs out of the
Susiness. in aqditon o the orogress we

are making in Boots The Chemists, we
are stiil on track to meet our additional
target of cutting annual costs acrass the
group by £100m by the end of the next
financial year. We aim to be innovative
inreducing costs as well as in developing
our stores and products. For exampie,
we are one of the leading retailers using
online aucticons for procurement -
making substantial savings in the past
year thraugh our membership of the
Worldwide Retail Exchange.

People

During the year Sir Michael Angus

and Sir Peter Reynolds retired. Group
personnel director Mike Ruddet!

and non-executive director Sir Clive
Whitmare retired on 31st March 2001.
Lord Blyth retired on 31st July. having
served the company with great distinction
for 13 years as chief executive and.
latterly as chairman. We thank them all
for their valuable contributions over
many years. Andy Smith has moved
from Boots The Chemists o take over
the group gersonnel role, and Héléne
Ploix has joined the board as a non-
executive director. bringing us additional
international expertise. You will find
more information about our new
directors on page 23.

A word about our peaple. Change
makes great demands on employees at
all levels. { have been greatly impressed
by the way they have risen to the challenge
of reducing costs and accelerating the
pace of change and innovation. To de
this while maintaining the standards of
professionalism that people expect from
Boots is a real achievement. They have
the board’s respect, as well as its thanks.

Dividend

The proposed final dividend of 18.5p
per share makes a total for the year of
26.3p~up 1.1p on last year.

Outlook

We have continued to haid our own
againstcompedtition. The retail
environment will not get any easier this
year, but our offers to consumers are
becoming incraasingly distinctive ana
attractive. ‘We are putling in place the
crganisation and the peopie to carry
Zhrougn 2 major transition ana deliver
incraasing levels of sherencider value.
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OURSTRATEGY FOR ENHANCING
SHAREHOLDER VALUE IS SIMPLE: WE WANT TO TAKE AN
INCREASING SHARE OF THE PERSONAL WELLBEING
MARKET, WHERE GROWTH IS UNDERPINNED BY
FUNDAMENTAL SOCIAL AND ECONOMIC CHANGE.

Throughout the world’s developed
economies, we see similar trends.
Populaticns are becoming mare
affiuent, and also older. We believe
this represents a major cpeortunity
to create value for shareholders
under the Boots brand.

As disposable incomes rise,
particularly among women, peopie
have mare money to spend on
indulgences and on their appearance -
on ‘locking and feeling good'.

As populations age, peaple
recognise the need to take more
care of their health and fitness.
National healthcare costs are rising, and
governments are refuctant to foot the
whole of the bill. So peaple are buying
more of their healthcare themselves.

Distinctions betwesan health, beauty
and general fitness are blurring in a
broader pursuit of ‘wellbeing’. People
are becoming more aware of afternative
treatments and therapies. They're more
ready to experiment. But this is taking
them into uncharted territory; they
want to be reassured that theyre in
good hands. As one of the most trusted
brands in Britain, Boots is ideally placed
to help them.

Uniquely, Boots can do more than
take a share of new opportunitiesin
the wellbeing market. We believe that,
in many cases. the entry of the Boots
brand will itself stimulate market
growth. We've seen itin our trials of
health and beauty services. Some 50%
of our chiropody customers had never
sought chiropody treatment before.
Half our dentat customers had not
visited a dentist in the previaus five
vyears. And virtually all our customers
for laser hair removal were trying the
treatment for the first time.

This is compelling evidence of the
Boots brand’s power 16 add authority
and reassurance - even in such a well-
estabiished and highly professionat
field as dentistrv.

So where are we taking Boots and
its authoritative, trusted brand?
tn a nutshell: we want to be the leader
in heatth and beauty. Firstin the UK,
and ultimately internationally,

This is not a change of direction.
It's an acceleration. We want the Boats
brand to fulfit its potential, making
best use of the strengths it has
always possessed.

Developing the business model

Focusing all our effert on heaith and

beauty will increase our momentum.

This will enable us to develop our

business model in five ways:

- Selling not only products but also
services. This is an altogether broader
way of locking at retail: the Boots
brand has the power and authority
to extend well beyond conventional
retailing.

- Developing our portfolio of brands
and creating more magic with them.
We're good at creating product
ranges that become powerful brands
in their own right: N°7, for example,
has been the UK's market leading
retail cosmetics brand for many years.
And after relaunch in January 2000
the Botanics brand has lifted
annuat UK sales to almost £20m.

- Developing clear trading formats
to respond to the specific needs
of customers, such as Pure Beauty
stores and Heaith & Beauty Experience
stores.

- Putting even more weight behind
Boots Healthcere International (BHI),
0 develop and market our brands
internationally. There is no reasan
why our international operations
could noteventually grow to be as
farge as Boots The Chemists (BTC)
in value terms.

~ Qver the longer term, extending
our international retail proposition.

Our focus on welloeing, taking

Boots into a combination of products

and services, will differentiate us ever

more sharply from our supermarket
competitors. In particultar, they will not
find it easy to keep pace with our new

product development programme

and our increasingly broad offering

in wellbeing services. Nor will the
department stores at the other end

of the retailing spectrum, for whom
premium cosmetics and beauty services
have been a traditional stronghold.

Our international experience has
been mixed in recent years. BHlis
performing strongly - operating profic
hasrisen from £15.3mto £49.2min
the past two years. | continue tobe
very excited about the opportunities
ahead for BHI. and the prospects for
capitalising on our great portfolio of
brands. Boots Contract Manufacturing
is working ever more successfully with
international brand owners, with sales to
them up over a thirdto £38.2min the
past year. In Boots Retail International
(BRI we have found it difficult to get our
business model right; however, we are
finding the way and are encouraged by
our experience in Taiwan.

Moving people’s

perceptions forward

In the meantime, the challengeisto
change not only ourselves but also

the perceptions of consumers and
investors. We are acutely aware that

no retailer can afford to be complacent,
or to take the {oyalty of consumersand
investors for granted.

Consumers trust us, and we will
not jeopardise their confidence in our
integrity, expertise and value. They
believe we have the credentials to help
theminto areas that interest them -
like complementary medicine. But
{0 achieve the transformation and
growth that we envisage, we need to
become mare exciting, vibrant and
contemporary.

We alsQ need investors to view us
this way. They, too, see us as possessing
traditional virtues - they know we can
manage costs and margins. But (o
achieve strong fong term growth they
know we'll have to do more than run
an efficient business. Can we find
new ways to stimulate and inspire
consumers? We can and we will - oy
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becoming more relevant ta the way
people’s health and beauty needs
are evolving, with fresh ideas that
command decent margins.

Simplifying and clarifying

A new vision calls for a new structure.

Qur aim is to simplify, clarify and

reduce costs.

For the past decade we have had a
number of separate business units,
each with its own objectives, financial
targets and infrastructure. Now we
are forging a simpler organisation
with a single strategic intent:

- Qur UK customer-facing businesses
will work together as Boots UK and
Ireland.

- Boots Retail International will operate
as the international extension of
Boots UK and Ireland.

- We wiil continue to grow cur
share of global self-medication
markets through Boots Healthcare
International.

~Service and suppart operations fike 1T,
logistics, manufacturing and property
management will be fused into a
central service organisation.

This restructuring has involved
changing the responsibilities of two
of my board colleagues. Ken Piggott
becomes managing director of retail
operations, Boots UK and Ireland,
responsible for the delivery of our orfer,
Barry Clare becomes marketing director,
responsible for the development and
integration of our UK customer offer.
He retains his responsibility for our
international businesses BRI and BHI -~
supported by a new BHI managing
director, Paul Stoneham, who joins us
from Alberto Culver International
in August.

One by-product of the restructuring
will be significant cost reduction —-a
considerable conuribution Lo our target
of saving £100m by the end of the next
financial year. This will be in addition to
BTC's target of £160m cost savings over
four years, to be compieted in 2004,

Clearly, Haifords stands apart from
this structure. and from our focus on

WE'RE CLEAR ABOUT
THE OPPORTUNITY,
WE ALSO KNOW
HOW WE'RE GOING
TO SEIZEIT. WE'RE
MOVING QUICKLY
TO TAKE FULL
ADVANTAGE OF THE
LONG-ESTABLISHED
STRENGTHS OF

THE BOOTS BRAND.

health and beauty. But abservers should
not read teo much into this. Halfords is
agood, profitable business. its success
comes from applying very much the
same skills and values that consumers
see in the rest of Boots - integrity,
expertise, honestvalue, quality own
brands. Changes in the business are
driving significantly more value and this
search far greater value will continue,

As we increase our pace and drive,
itis vital to have good, motivated people
atevery level. Our ambitious and
innovative plans need people who are
enthused by what we can do, and are
determined to win. We have training
and development programmes in place
to ensure that our store staff can make
shopping at Boots a noticeably more
satisfying experience - and to ensure
that cur managers work together
effectively, seeing the big picture rather
than being confined to their own
departmental silos.

Staying true to our roots
The transformation is aiready under
way. We're becoming more confident,
though without arrogance or
complacency. It is no coincidence that
we've just appointed one of aur youngest-
ever board members - Andy Smith,
aged 40 - as group personnel director.

Boots may be changing, but we're
staying true to our roots. Jesse Boot was
a herbalist, s0in a sense our new Heaith
& Beauty Experience format is bringing
us full circle. The potential for what
we're doing has always been in our
genes, and now the timing is right.

For many years, Boots has been
distinguished from competitors by
its expertise in helping people to take
care of themselves, symbolised by the
pharmacist - the ‘man in the white
coat'. Today, the person in the white
coat is just &s likely to be a woman -
and he or she may be a dentist, an
aromatherapist or a beauician,
But the promise of dependability.
integrity and authority remains the
same: no one knows more about
wellbeing than Boots.

Prantny
NVe ¢ Za—»&s

{
—
Steve Russell. Chief Executive
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Boots The Chemists (BTC)

Managing director Ken Piggott
Sales Em 3,991.5
increase % 0.3
Profit £m (before exceptionals) 526.1
Increase % 7.0
Salessplit Y
Health and beauty 80.9
Phato, food and baby 14.7
Non-core categories 4.4

www.ellbeing.com

BTC made further good progress,
with operating profit before
exceptional items up 7.0%to
£526.1m. This was primarily the
result of good margin growth led
by a change in mix and effective
cost control. Turnover was virtually
flat at £3,991.5m but, crucially, the
core health and beauty business
continued to gain sales - up 3.4%,
ar 2.1% on a like for like basis - and
built market share in a number of
key areas. This was offset by the
managed exit from unprofitable
leisure merchandise, which allows
us to release the space we require
for health and beauty related
products and services. Free cash
flow grew by more than 20%, with
profit growth supptemented by
improvementsin working capital -
notably a 7.2% improvement in
stock efficiency.

Strategy

BTC's custamer appeal is founded on
the trust and heritage of the Boots
brand, our product range, innovative
own brands and exclusives, and expert
service and advice. Building on our
unrivalled understanding of consumers’
health and beauty needs, reinforced by
analysis of Advantage Card data, our
strategy is to focus increasingly on
leadership in health and beauty. Our
authoritative brand and product offer
are complemented by a growing range
of related services inciuding Dentalcare.
Footcare and our new Health & Beauty
Experience stores.

Sales and margin

Sales in health and beauty were up
3.4% (2.1% like for like), white overall
sales declined 0.2% on a like for like
basis. The decline was driven by the
planned withdrawal from leisure
categories, which reduced sales by
2.09 over the year and 3.2% inthe
second haif. These lost sales will be
replaced over time as we introduce
health and beauty producis and services
in the space vacated by leisure
categories, Sales intensity in stores
where this has occurred grew by mare
than 7% in the final quarter.

We have been successful in building
the differentiated position of our beauty
offer. We enjoyed good grawth in
haircare. despite a declining market,
driven by our investment in exclusive
and fashion designer brands. Our
premium cosmetics business grew by
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23.2%. with our premium offer now in
100 stores. In skincare we have been
working with suppliers to support key
new ranges, such as Olay Total Effects,
alongside our own power brands. Cur
fragrance and electrical beauty product
Dusinesses grew by 6.8% and 12.5%
respectively.

Our photo business has benefited
from the roliout of digital minilabs and
the launch of bootsphoto.com, the web
service which allows customers to view
and print their photos via the internet,
leading to a market share gain of 0.9
percentage points.

We have continued to provide
competitive promotionat offers.

Atthe same time, through careful
management of our product mix and
an increasing focus on our exclusive
and Boots brands we have sustained
and grown gross margins.

Advantage Card

Advantage Card, the world's largest
smartcard loyalty scheme, has now
stabilised with close on 13 million
members. It has become an integral
part of our customer offer: today, over
50% of sales are linked to the card.

We have achieved this by using
Advantage Card data to understand
customers better, identify their
individual needs in health and beauty,
and facus marketing activity. As a result,
we enjoy increasing average transaction
values among higher-spending
customers.

Allied to the Advantage Card,

we have launched a number of
intiatives: *

- Qur health & beauty magazine is now
being mailed ta the top-spending

3 million Advantage Card holders, and
Is Britain's biggest magazine in its sector.
We see this as an important and cast
effective element of our communication
with our most valuable customers,

- We launched the Advantage Credit
Card powered by Egg, the first
combined loyalty and credit smartcard,
which offers points against most
purchases for redemption in Boots
stores.

- We joined with the Department of
Health to enable Advantage Card
folders to register with the NHS Organ
Donor Scheme and carry Advantage
Cards featuring the scheme logo.

This provides anather link with
customers, in a unique contribution

to the nation's healthcare.

Products and services

BTC has been successful in maintaining
its health and beauty market share
against supermarket competition. One
key is our ability to develop own ranges
that become brands in their own right,
and to create exclusive ranges in
assaciation with leading names in
fashion and hairdressing.

Among the brands launched during
the year, we had particular success with
Liz Callinge cosmetics, fcuk? toiletries,
TONI&GUY haircare, and glitter babes
products for pre-teen girls. The relaunch
of Botanics toiletries in January 2000

3 top spending Advantage Card
m holders receive our health &
beautymagazine, making it Britain's
biggest magazine in its sector.

‘I 3 people now hold
m an Advantage Card,

making it the world’s largest

smartcard loyalty scheme.,

R 2 O/ ofsalesare linked
o C wothecard.

F ' The Advantage Credit Card
| rSt was the first combined

loyalty and smartcard.
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dramatically revitalised the brand -
sales have since doubled — and we are
launching a Botanics cosmetics range
this year.

Qur mare traditionat brands also
performed well, supported by
continuing product innovation. NO7,
the UK's leading retail cosmetics brand,
increased sales by an impressive 15.7%
during the year and sales broke through
the £100m barrier for the firsttime.

We continue to scale-down our
offer in leisure goods. We have
eliminated unprofitable ranges
(including music, video. stationery
and clothing for children aged four
and over) and substantially reduced
distribution and space allocated to
the remainder. Over 3,500 stock lines
have been discontinued. As a result,
the proportion of sales represented by
leisure merchandise fell 2.1% as
predicted.

Store development

We apened 16 new edge of town
stares, bringing our total edge of town
representation to 70. We also relocated
seven stores and closed nine others,
We are continuing to pursue good sites
for building edge of town stores.

We remain committed to town
centres, and high street locations
generally, and are actively deveioping
and focusing our customer offer to
keep itin step with what our customers
expect in those locations.

We continue o investin imgproved
store fayouts and to experiment with

new ideas. These include a programme
designed to transform the way our
people instore relate to customers,

and a new trial formatis an offerin

15 stores. This builds on the intreduction
of services and the leisure exit
programme to create an authoritative
health and beauty offer and a more
inspiring shopping experience. In the
third quarter we also realigned space
acrass all our larger stares to give mare
prominence to our core offer and
exclusive brands. Initiatives like these
are helping to improve sales intensities,
enhance the cosmetics and fragrance
share of our business and allow our
exclusive brands to flourish.

Cost management

One of the keys to our profit growth is
continued success in reducing costs at
both central and store level. Since the
cost management programme began
two years ago. we have reduced BTC
senior management by over 40% and
cut total headcount by the equivalent
of 2.000 full-time jobs. We met our
targets in 2000/01 and expect this
progress to continue.

Outlook

The expected economic slowdown
will inevitably impact on consumer
spending although the health and
beauty market has proved relatively
robustin past downturns. Qur
continuing withdrawal from
unproritable non-core areas will also
affect sales, although margins will

benefit from the improvement in the
sales mix as we continue to buiid our
presence in premium beauty products,
differentiated brands and wellbeing
services.

We were well prepared for the
abolition of Resale Price Maintenance
on over the counter medicines. We are
responding vigorously to competitive
activity and expect to increase market
share in an expanded marketin the
medium term. In the short term,
abolition is expected to reduce
BTC profitsin a full year by between
£15-20m.

Over the longer term, all the
demographic trends pointto a
bright future for the heaith and
beauty market, and Bootsis
well placed to benefit.
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’16 new edge of town stores
were opened during the year,
bringing the total edge of town
representation to 70.

| ’] 6cy sates increase far
i QO NO°7, the UK market

leader for many years.

- y / <ales growth for
LT RO pesarome
i 1S /U Botanics roliowing
its retauncn in fanuary 2000
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Boots Retail International (BRI)

Willlam Cotion

42.1

Managing director
Sales Em

Increase %4 29.5
Loss Ern (before exceptionals) (43.9)
Decrease 96 (32.6}
Sales split Yo
Thailand 57.2
Netheriands 209
Japan (share of joint venture) 14.3
Taiwan 7.1

www.boots.co.jp
www.bootsretail.com.ow

Although our retail international
business had a difficuit year, we are
learning important lessons that
will help us to build a profitable
business. We are now testing
several encouraging new
approaches -and in the
Netherlands, we have switched
from our own stores to a third-
party retailer.

BRI's salesrose 29.5% to £42.1m as
it grew fram 63 stores to 80.
However, like for like sales feil 5.3%%
and the operating loss before
exceptional items rose 32.6% to
£43.9m. There was an exceptional
non-operating loss of £20.3mon
the disposai of the Netherlands
stores and an exceptional operating
loss of £2.8m for restructuring costs.

Strategy

We are currently reappraising our
business modelin the light of our
experience to date. Our aimis to
develop more profitable ajternatives
to the initial model - fully owned units
with a full drugstore offering - by
adopting a more flexible, less capital
intensive approach.

This will invalve shifting from a
broad range of proprietary brands
towards a more focused Boots brand
offer, where margins are stronger and
differentiation is sharper. We will maove
towards smaller units, typically under
200m¢, from the current 300-500me.
Rather than opening our own
standalone stares we will favour a small
store format in other retailers’ stores.

These have the advantages of
established footfall, lower upfront
investment costs and sales-based rent.

Thailand

Qur Thailand operation made an
encouraging start, and we opened 18
more stores in the first part of the year
to make a total of 68. However, sales
were hit by the rapid emergenice of new
fow-price hypermarkets. In September
we suspended the new store opening
programme while we addressed this
issue. Keener pricing has helped to
improve our competitiveness and sales
have been recovering since December.

Nethertands

After reviewing the operation early in
the year, we withdrew from retailing in
favour of distributing Boots branded
products through an established local
retailer. In August we sold our 17 stores
to Etos, one of the country's leading
drugstore chains. This deal will provide
distribution in the majority of Etos’
472- store chain for some of our most
popular brand ranges - including

NO7, 17 and Ruby & Millie cosmetics,
Tricalogie haircare and Botanics
tailetries. This model has potential
elsewhere, and we are currentfy
pursuing similar opportunitiesin
Europe and Asia.

Japan

Our joint venture with Mitsubishi
Corporation achieved sales of £6.2m
during the year. As elsewhere. the
challenge is to ensure profitability.

We are encouraged by our fourth store,
opened in Yokohama in September.
itis within a major department store
and its rent is sales-based. We are
opening further smaller units this year
within larger stores, offering Boots
and exclusive products, to test the
concept — and will continue to refine
our customer offer for Japan.

Taiwan

In Taiwan we are trialling a new format
in line with our current strategic
thinking. Of the eight stores now apen.
five are small store formats of only
40-80m?, and their customer affer is

focused on Boots brands. The locations
have been chosen ta capitalise on
existing customer footfall and they can
be set up quickly with relatively low
capitat outlays. All the Taiwan units are
so far delivering encouraging
perfarmance.,

Qutlock

The emphasis now is on improving the
business model. We are managing costs
hard while at the same time trialling our
latest thinking. Many of our existing
stores now look oversized and we
expect to downsize some and close
others. We will open new units in
Taiwan and Japan to test the revised
strategy, and expect to make further
decisions on future direction in the
second half of the year. Although it

will inevitably take some time, we
remain confident that we can develop
international retailing profitably.

Boots Opticians

Managing director Stephan Murray
Sales Em 198.1
Increase % 0.2
Profit Em 4.0
Decrease % (64.3)
Sales split Yo
Spectacles 721
Contact lenses 15.85
Qther 12.4

www.bootsopticians.co.uk
www.bootsopticianslasik.co.uk
www.bootshearingcare.co.uk

Resuits continue to disappoint.

The optical market remains fiercely
competitive and market growth

has been low. With higher levels

of discounting, advertising and
promotion, and investment, and
with significant improvements in
service levels, sales were marginally
up on the previous year.

Strategy

To succeed in the highly competitive
optics market, itis vital to differentiate
the offer clearly. We have been
investing in a number of initiatives to
develop a unique offer based on
superior customer service, and to
enhanca customer relationship
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management using the new store 1T
system. Qver time, we believe effective
differentiation will help us reduce our
reliance on price promotion, which has
been the principal weapon employed
by the major optics chains. We have
also been investing in the supply chain
o ensure ‘right first time’ delivery of
products and services, which will reduce
costs and has already increased
customer satisfaction.

Differentiation

Following last year's significant
investment in the new siore system,
we are now focusing on cur customer-
facing operation. Research has
indicated an opportunity to distinguish
Boots Opticians from competitors by
offering a more personalised service
that fits customers’ expectations of the
Boots brand.

Inresponse, we have developed a
new trading format, currently being
refined in five stores. It provides a new
erwironment and sales process
designed to be particularly attractive to
more affluent customers seeking high
service standards. In the pilot steres,
customer satisfaction ratings have risen
at twice the rate of our conventional
stores. Sales growth has been seven
percentage points higher, through
better conversion rates and higher
transaction values. We plan to take
the format nationally over the next
twao years.

New products and services

Prismiq spectacle lenses {manufactured
instore) were launched nationally. The
systemn detivers high quality lenses,
raising average transaction vaiues and
enhancing margins on lens sales.

Two further innovations - LASIK
faser clinics and Hearingcare - will
radically change the business this year.

We opened our first LASIK clinicin
London’s Regent Street in December,
Using advanced laser technology ta
provide outpatient eyesight carrection,
LASIK has proved highly successful in
the US. Trading at our stare in Regent
Streetis ahead of expectations and we
plan further openings this year.

In March 2001 we opened the first

two Boots Hearingcare Centresin
Birmingham and Manchester. These
supply the revalutionary Songbird
disposable hearing aid to which Boots
has exclusive UK rights. The high gquality
device costs £22 a month and offers
similar performance to hearing aids
costing around £1,500. We plan to
open 45 centres in the next six months.

The launch of Near and Far varifocal
contact lenses in May 2000 was an
important innovation and we are now
the world's leading supplier of these
products.

Store portfolio

We opened one new store in Uxbridge
and amalgamated two in Birmingham:
the total number of stores remained
unchanged at 298.

Outlook

For the past three years profitability has
been affected by heavy investment. In
the year ahead we will begin to benefit
from this spending as we meet the
needs of customers mare effectively.
Substantial growth will come from the
LASIK and Hearingcare businesses.

F ] Qur first LASIK ¢linic opened
I rSt in London in December and

is trading ahead of expectations

LASIK clinics are due

6 mOre to open this year

4 Hearingcare Centres will

open in the nextsix months,
and a totaf of 150 will be trading by
March 2004.
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Wellbeing Services

Managing director Phi Douty
Sales Em 8.5
Operating loss Em (20.7)

www.boots-dentalcare.co.uk
www.bootsinsurance.com

During the year Boots introduced a
growing range of new treatments
and services in BTC stores. Two of
these - dentistry and chiropody -
had aiready been trialled and
enthusiastically received by
customers. The latest innovation -
Health & Beauty Experience stores —
is currently being piloted. Early
indications are that this, too, is
proving a success with customers.
Two other new deveiopments -
LASIK eyesight correction and
Hearingcare — are described

under Boots Opticians.
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Strategy

We see a major oppertunity to extend
the Boots brand into a variety of health
and beauty related treatments and
services, which can broadly be
categorised as 'wellbeing services'.
Research tells us there is strong demand
for these services - some of which is
currently frustrated because customers
have not found a supplier with whom
they feef comfortable.

We can bring accessibility to
relatively new ar specialised treatments
such aslaser hair removal, tooth
whitening and cosmetic dentistry. Our
brand lends authority to services that
have traditionally operated on a
fragmented level - such as osteopathy,
homeopathy and herbalism. And Boots
provides a natural setting for a wide
range of beauty treatments such as
facials. manicures and massage.

These activities are attractive to us
because they build on our existing
refationships with customers. leverage
their trust in the Boots brand, take us
into areas where our retail competitors
will find it hard to follow, and have the
potential to add substantial value to
space in Boots stores. We are confident
about the contribution these services
will make to overall profitability.

Boots Dentalcare

Progress in our dentistry business has
been strong enough for us to take it

nationwide. By the financial year end
we had opened 30 practices, mainly

inthe south of England. and by June

2007 we expect to have 48. The total
investment will be £22m

The first 30 practices have registered
more than 30.000 patients and the
original six now average 4,500 patients
each. Occupancy rates average 70%
Direct mail advertising using Advantage
Card data has proved very effective -
ior example tc offer implants to
custemers who buy denture fixative.
Financiat perrormance isin line with
@xoectations.

To extend the business bevond
genaral dentistry vwe zre estabiishing
specialist centres that provide zavanced
T

services such asimplantcic
OToSTROAONTICS, 8naoGontics,
periegontics ana oral srgery. in ivlarcn

we enhanced our in-house capabilities
by acquiring the UK's leading dentat
laboratory. Portland Ceramics.

Boots Footcare

Following six successful pilotsin 1999,
we opened 18 practices during the year
and will add 16 more by June 2001 to
make a total of 41. Typically, practices
are co-located with Dentalcare practices
and share reception areas.

So far we have registered more than
25,000 patients and are averaging 70%
occupancy. We have broadened
our offer to include minor surgery and
biomechanics. Financial performance is
meeting expectations, and we are also
seeing an upliftin sales of footcare
products in stores with chiropody
practices.

Health & Beauty Experience

In September we opened two Health &
Beauty Experience stores in the existing
BTC stores at Kensington and Milton
Keynes. These combine sales of health
and beauty products with a wide range
of treatments including facials, hair
removal, nailcare, hydrotherapy,
physiotherapy, osteopathy, stress
management and homeopathy. We
have now opened Health & Beauty
Experience stores in Leeds, Manchester
and Reading and intend to cpen up to
seven more this year. By the financial
year end we will have conducted a full
review of the business to determine
the way forward.

Research shows strong unsatistied
demand for services of thiskind, and
the overall market is growing at about
10% a year. Our initial experience
indicates immediate strong demand for
beauty services and treatments such as
physiotherapy, with growing interest in
complementary heaith services such as
homeopathy. Customers see wellbeing
services as a nawral and welcome
extension of the Bocts offer - and early
Advantage Card data suggests that
they visit 8oots more frequently
and increase their scending after
sxperiencing one of the services.

Boots Weilbeing Centre
In the summer we will goen our frst
Boots Wellbeing Centra in Greanford.

west London. This trial marks our entry
into the fitness/activity market ina
location that contains a swimming pool
and gym as well as a BTC store and the
full range of health and beauty services.

Boots Insurance Services

Policy numbers grew strongly over the
vear - particularly in health insurance.
led by substantial increases in our dental
insurance sales. Travel cover continues
to expand and we are now the largest
direct travel insurer in the UK with more
than 160.000 policies sotd this year.

Boots Internet Ventures

Total sales £m 1.9
Operating foss £m (22.1)
www.wellbeing.com

www.handbag.com

www.boatsphoto.com

The internet and digital TV are
opening up new channels of
communication with consumers.
In the quest for more dynamic
relationships with customers, we
are creating new media platforms
that have the potential to become
profitable businesses while
enhancing Boots reputation for
innovation and accessibility.

Digital Wellbeing

Richarg Holmes
Pauta Carter

Joint managing directors

In March 2001 we launched The
Wellbeing Network, an integrated
digital TV channel and website devoted
to health and broader wellbeing issues
such as beauty, fitness and nutrition.
[tis a joint venture between Boots

and Granada, in which we have a

60% stake.

Revenue will come from advertising,
sponsarship and e-commerce. The
approach to e-commerce on the web
and TV draws on manvy lessons learned
from Boots own e-tailing experience;

& popular feature is that points are
autcmaticaily credited to cusicmers’
Advantage Cards. Mostorthe 10,000
oreducts on oifer are sourcad cost-
ciectively through the Boots supply cnain.
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The network brings together the
country’s leading provider of wellbeing
products and services with the company
that made eight of the ten most
watched programmes on [TV in 2000.
Its combination of ‘bricks and clicks’
retailing with interactive TV is virtually
unigue in the UK.

bootsphoto.com

Lastsummer we launched a
revolutionary e-photo service,
bootsphoto.com. Customers who have
their films processed at Boats can now
also have their pictures uploaded to
their own secure webspace. Within this
space they can organise their pictures
and share them with friends and family,
Prints ordered online are printed in the
store selected by the customer and
collected in the normal way or can be
mait ordered. This has given us first
maover advantage in e-photo, an
emerging sector of the market which
has already grown to an estimated
S1bnayearin the US. We believe it will
also help us maintain our pre-eminence
in the overall photographic market.

handbag.com

Managing director Dominic Riley

handbag.cam is now firmly established
as the UK's leading website for women,
growing its monthly audited user base
by 31%6 to 367,000 during the year.

Sales increased by 124% on alike
for like basis, with 60% of revenues
coming from advertising and
sponsorship. The remainder represents
e-commerce revenues: the site now
provides access to 100 selected oniine
retailers.

We have continued to enhance the
site, adding new interactive content
and involving more celebrity
contributors. In summer 2000 we
organised a worldwide online charity
auction, and sold former Prime Minister

Thatcher's trademark handbag for more
than £100,000.

Financial losses in the second half
were 34% below the same period in
the previous year, new users continue to
be recruited cost effectively and overall
financial performance continuesin line
with plan,

Haifords

Managing director Rod Scribbins
Sales Em 508.5
Increase %6 3.2
Profit €m 37.0
Decrease % (18.1)
Sales split %%
Auto accessories, tools and audio 41.8
Cycles and accessories 23.2
Car parts 30.7
Garage servicing 4.5

3’] (y growth in audited user
Q base for handbag.com
by the end of the year.

4 6 O/ growth in cycle sales
. © as aresult of our broader

offer in premium cycles.

2 2 O/ sales growth in Halfords
O Arcade format stores.

www.halfords.com

Sales again grew strongly, despite a
rather disappointing Christmas. The
increase was 3.2% overall, with
superstore sales rising by 6.6%%.

Our new Arcade trading format is
dramatically increasing sales
wherever itis introduced, but the
investment cost of rolling it out has
hit profits in the short term:
operating profit fell 18.1%to
£37.0m. Margins rose slightly -
there were improvements in most
categories offset by changesin the
sales mix and currency effects.

Strategy

Cur strategy is to maximise Halfords
unique advantages: greater scale than
competitors and a trusted brand
standing for good range and value.
After extensive research and triats we
are introducing a new "Arcade’ store
format, which creates a stare-within-a-
store feel for individual departments.
This is designed to increase our appeal
to higher-spending car, cycle and audio
enthusiasts while providing inspiration
to mainstream consumers. We continue
to relocate from high streets to
superstores, which now account for the
great majority of sales.

Sales

Excluding the impact of the 53rd
trading week in the previous financial
year, sales growth was 5.0%. The
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strong superstore sales performance
was particularly encouraging given the
lackiustre market conditions. Cycle sales
were up 4.6% against market growth
of 2.9%. benefiting from our broader
offer in premium cycles. Cycle sales
were also stimulated by growth in our
insurance replacement business.

Audio rose 23%. Market share rose
from 11.4% to 15.1%6 overall, reaching
almost 25% in CD systems and
speakers,

Sales of performance and styling
products doubled and we believe we
are expanding the market by making
these products more accessible.

As expected, the percentage of sales
generated by own brands fell slightly to
46.6%. Itis likely to reduce a little
further because the new format is led
by proprietary brands. However, we
achieved good growth in our own free-
standing brands, Carrera and Apolio
cycles, and auto accessories under the
Ripspeed brand.

The good overall sales performance
was less evident at Christmas, when
sales of cycles as gifts for 8to15 year-
olds were hit by particularly strong
competition from scooters, PlayStation 2
and mobile phones.

Garage servicing suffered a setback
as the market weakened in mid-year.
Sales fell 6.2%96 and the business slipped
back inte loss. Our mini-stores in
motcrway service areas also performed
disappointingly, although tight cost
control ensured that they are now
breaking even.

During the year we launched an
e-commerce site. which now offers
same 400 products.

Stores

\We opened 15 new superstores and
closed 14 high street units. Of our 407
stores, only 66 are now on high streets;
the transition will be virtually complete
by 2005. arter which we will retain
high street sites only where there Is

no suitable afternative.

The Arcade trading format was
trialled at three sites in 1999 and
extended to a further 33 in the
Midlands in summer 2000. The
Midlands sites have seen sales growth
averaging over 22%, and the original
three stores are still growing sales 4%
faster than existing superstores. In
March we announced plans to invest
more than £19m to extend the roliout
of the format to a further 34 stores in
London and the south east by June
2001.

Outlook
The Arcade conceptis proving an
immediate success. The emphasis
on the fatest in-car technology.
performance and styling products, and
growing segments of the cycle market
will ensure continuing sales and margin
growth, and the implementation costs
are falling as the roliout progresses.
Unless there is a major economic
downturn, we expect sales growth to
continue in all retail formats. Profits will
reflect the continuing investment cost
of store conversions, but we will be
managing costs tightly as we review our
systems and supply chain to support
continued sales growth.
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Boots Healthcare International (BHI)

Manraging director Barry Clare
SalesEm 362.0
Increase %6 13.0
Profit £m (before exceptionals) 49.2
increase %~ 1121
Corebrand sales £m Increase %%*
Analgesics 88.6 17.4
Cough & cold 708 8.1
Skincare 106.4 42.2

www.nurofen.com

wwwi.strepsils.com

Www.SKinexpert.net

www.clearasil.com

* comparable exchange rates

With profits up 112.1% at comparable
exchange rates to £49.2m, BHl is
amply justifying our investment in
developing a portfolio of leading
consumer healthcare brands through
product development and
acquisition. it clearly demonstrates
Boots ability to create a profitable,
warld-class business. Sales grew by
5.7% overall and 12.4% in the core
categories. These sales growth
figures exclude the impact of the
acquisition of Clearasilt in December
by Boots Healthcare USA Inc. and
Hermal, which immediately added
20% to BHI's sales going forward.
We continued our gradual exit from
non-core category products, where
salesreduced by 9.4%.

Strategy

BHI aims to benefit from the growing
consumer interest in seif-medication

by leading in the development and
marketing of innovative products and
differentiated consumer healthcare
brands. BHI products are sold in over
130 countries. concentrating on three
categories: analgesics, cough & cold
and skincare. These make up about haif
the over the counter {OTC) medicines
market and account for more than
8896 of our sales. Product innovatien is
the primary driver of growth. supporied
by further geograshic excansion and
strategic acquisitions.

Acquisitions, disposals and alliances
The £227m acguisition of Clearasil,

the world's teading brana in acne

prevention and treatment, was BHI'S
largest acquisition to date. There s
great scope for extending its distribution
and applying our own skincare expertise
to extend the product range. Most
importantly, it extends BHI's presence
into the world's two largest OTC
markets: the US and Japan.

Following the acquisition, Boots
Healthcare USA reached a US distribution
agreement with Novartis in May 2001.
As cne of the world's top five
pharmaceutical companies, Novartis
will put considerable weight behind
BHI's drive to build a substantial presence
in the US. Negotiations with a Japanese
distribution partner are well advanced.

In recent years we have made a
series of smaller-scale acquisitions in
Europe to gain a sales and distribution
infrastructure rapidly, reselling those
manufacturing facilities and products
that do not fitin our core categories.
During the year we sold our ltalian
factory and non-core brands and
announced negotiations to sell several
non-core French skincare brands and
the factory that makes themn.

Brand investment

Brand investment, exctuding Clearasil,
was slightly lower at £90.3m due to
improved efficiency and the awareness
levels we have achieved in some of our
markets, allowing us to spend more
effectively. In addition. we reduced
investment on non-core products by
6.7% (£0.5m).

The most interesting new product
development during the year was
Nurcfen Meitlets, the world's first
‘melt-in-the-mouth' ibuprofen
technology, which makes Nurofen
easy to take without water.

Analgesics

The years 17.4% increase in sales
represented solid organic growth in
existing markets, despite the relatively
fow incidence cf flu in northern Eurcpe.
Launches of new presentations
inciuced Nuroren Getin Spain and
Nurofen Capietsin the Netherlanas.
Murcren has strenginenea is market
ieadership in the UK ana has achieved
reccra market share in 12 countries.

E 2 3 7 acguisition of
m Clearasil, the

world's ieading brand in acne

prevention and treatment.

8 ’] Cy growth achieved by
b /O Strepsils despite low

incidence of cold and flu.

’l different and specific variations
make up the Nurofen range.

‘I’] ’l Cy growth in skincare sales
. Q excluding Clearasil.
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Cough & cold

Strepsils sales, also affected by the low
incidence of colds and flu, still achieved
8.1% growth. Strepsils is now the
market-leading sore throat brand in

21 countries.

Product launches included Strepsils
Cough in the Philippines, Strepsils with
anaesthetic in France, Zinc Defence in
Belgium and Strepsils in Argentina.
Strepfen, our innovative non-antibiotic
therapy for severe sore throats, gained
appravals for OTC sale in five more
countries including Australia, bringing
the total to seven.

Skincare

Qur skincare business now has
sufficient scale to allow us to focus on
dermatitis and acne. Itis now gathering
impetus ~ exciuding Clearasil, sales
grew 11.196 last year.

Product launches included the
Balneurn range in Thailand, Aknemycin
Plus in the UK, Balneum Intensivin
Portugal and the Ageo range of
consumer friendly products for
psoriasis sufferers.

Restructuring

We have continued to reshape the
business Lo increase productivity,
with 8 number of specific initatives
implemented during the year.

Increasingiy. our European order
processing is being managed through
a single UK-based system which is
scalable to handle future growth.

As part of wider group restructuring,
in April 2001 we transferred BHI's
factories in Thailand and Germany
to Boats Contract Manufacturing.
This will complete BHI's cutsourcing of
manuracturing.

Outlook

BHiis fully justifying the confidence we
expressed during the investment phase.
It now nas the momentum to defiver
sustained organic growth in sales

and profits, augmented by further
acauisitions.

Boots Contract Manufacturing (BCVI)

Managing director John Watson
Sales £m 326.3
increase % 18
Profit £m (before exceptianals) 35.2
Increase % 39.7
Sales split Y%
Boots The Chemists 40.7
Boots Healthcare International 17.8
Boots Retail International 1.3
Third party 40.2

www.bemhealtheare.co.uk

www.bem-spectals.co.uk

At BCM we are now reaping the
benefits of substantial investment
inrecent years. Profit before tax
and exceptional items rose almost
40% to arecord £35.2m. This was
an outstanding performance -
particularly since sales grew only
1.8%, or 2.5% allowing for currency
impacts. Strong margin growth
came from tight cost control,
increased supply chain
effectiveness, improved asset
utilisation, the exit from lower-
margin retail business and a further
5% productivity improvement from
the continued drive for efficiency.
These initiatives resuited in

£13.0m of exceptional charges for
the year, but have achieved a
substantiaily lower cost base,

Strategy

BCM has two customer groups: internal
businesses (BTC, BH! and BRI}, and
third-party customers in the UK and
Continental Europe. For the Boats
businesses it manufactures innovative
preducts that differentiate them from
COMpetitors; its widety respected
product development team was
transferred to a new Strategic
Marketing Unit during the year. In
BCM's third party business, accounting
for about 2496 of UK sales, it has been
switching away fram production for
retailers’ gwn Lrands to concentrate on
oroducts for leading muitinational
Drand owners who require tha highest
stzndards of quatity and service.

Tils ransition was cemoleted during

ngvear

UK business

UK sales fell slightly to £264.2m. Strong
growth in sales ta brand owners was
offset by the exit from third party
retailer business and a fall in sales ta
BTC. down 3.8% to £132.9mdue to
further reductions in stock levels.

Growth areas in BTC sales included
cosmetics - boosted by No7, 17, and
the successful new Liz Collinge
cosmetics and Patrick Cox fragrance
ranges. Healthcare sales suffered from
the low incidence of winter flu. Sales to
BHIwere up 5.4% to £58.1m, led by
continuing strong performances from
Nurofen and Strepsils, Sales to BRI grew
ta £4.1m, and the start of the retail deal
with Etos in the Netherlands generated
sales of £2.5m.

Sales to brand owners grew by more
than a third to £39.2m. However, sales
to retail customers reduced by around
£12m over the year as we exited from
this business. As a result, overall sales to
third party customers fell 7.4% to
£63.7m.

Our small but fast-growing Specials
business, offering a wide range of
bespoke medicines ta community
pharmacies and hospitals, has doubled
in size in the past four years. Last year
salesrose 17.4% to £5.4m.

International companies

Our international companies delivered
a substantiallyimproved performance -
increasing salesby 11.3% to £71.2m
and operating profit by 18.2% w0
£2.6m. In Germany. BCM Kosmetik
increased sales by almost haif and
moved into profit. in France, BCM
Cosmeétigue grew sales by 15.4%

and profit by 33.3% ¢ £0.8m.

Roval, which supplies European
retailers, saw profits fall 18.8% o
£1.3min an aggressively price-led
market. As part of our exit strategy
from retailers’ own brands we sold
Rovalin Aprit 2001.

Costmanagement

A COSt management programme, witicn
pegzn in September 2000, 2
savings ar some £4.7minthe seccnd
half and should detiver annual savings
orabout £9.3m. Around 400 peanla

oy b

<
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left the UK business during the year, a
reduction of aimost 1296, and a further
3Qwill legve this year.

Capital expenditure, at £12.4m,
was again substantialty lower after the
heavy investment of recent years.

Outlook

As part of a wider restructuring of the
group, in April 2007 BCM took over
BHI's factories in Germany and
Thaitand. Instead of being a free-
standing profit centre, BCM will
become a service unit to the other
group businesses, which will then
benefit directly from the substantial
investment that has been made over
recent yearsin reducing costs and
improving service.

Boots Properties

Managing director lan Webster
SalesEm 89.7
Decreass % (35.7)
Profit £m (before exceptionals) 36.0
Decrease % (10.1)
Store portfolio

Single units 565
Multi-tenanted propertias 33

WwWw.DOOTSprop.com

As expected, turnover fell 35.7% to
£89.7m - the previous year’s figure
was boosted by the £45. 1msale

of a major shopping centre
development in Durham. This was
aiso the reason for the 36.7% fall in
free cash flow to £63.4m. In line
with our strategic disposal
programme, rental income fell 5.0%
to £89.7m and aperating profit
before exceptionals was down
10.1% at £56.0m.

Strategy

Boats Properties owns and manages
freeholds and leaseholds on around
650 of the group's units. Qur principal
role isto provide property solutions for
group retail businesses - continually
reviewing the portfolio to ensure
optimum flexibility, acquiring new sites
and disposing of unwanted ones.
Following rearganisation we will also
provide a broad property management
service across alt sites and manage al

the group's building, construction and
fit-out works. To Focus on this work,

we are in the process of selling our
remaining development and investment
portiolios.

Portfolio management

During the year we acquired 19 edge of
town superstores and 11 high street
units for BTC. We also continued the
‘rightsizing’ programme for Halfords -
acquiring existing Halfords premises
from their landlords, reconfiguring
them to suit Halfords current needs and
restructuring the lease commitments.
To suppert the expansion of Boots
Dentalcare and Footcare practices we
obtained planning permission and
landlords’ consent for change of use

at 40 retail sites, and managed cost-
effective refits.

Development

Speculative development is no longer
part of our strategy in current market
conditions. We are therefore disposing
of any remaining developments,
together with our investment portfolio,
whenever suitable opportunities arise.

Reorganisation

During the year Boots Properties
amalgamated with the Property and
Planning department of 8TC and parts
of the group Engineering and Facilities
Management department. This has
enabled Boots Properties to take ona
wider role which includes fit-outs and
refits for BTC, project management,
and estate management activities on
the group's 1,700 non-owned
properties. Centratisation of resources
has enabled us to halve the number of
staff involved and reduced costs by
some £6m a year. We are also planning
to develop our partnership approach
with cantractors and intend to
rationalise our praocurement into fewer,
larger contracts - which we expect to
yield very substantial savings.

Qutlook

Our focus this year will continue to be
on providing praperty solutions and
efficient fit-outs for group companies.

People, community and
environment

Independent research frequently
tells us that Boots is one of the most
trusted brands in the UK. We are
determined toretain that trust - not
only in our dealings with customers
and suppliers but also in the way
we behave towards our people, the
communities we serve and the wider
environment. We see a concern for
social and environmental weilbeing,
within a broader ‘sustainability’
agenda, as an integral partof the
way we do business.

Peopie

Our success depends fundamentally on
our ability to attract, retain and develop
outstanding people - and to create

the conditions in which they can excel.
This applies at ail levels. in the past year
we have been thoroughly reviewing
our top 50 managers’ leadership
competence and development needs
against the demands of our new
strategic vision. New programmies
have also been introduced which
involve store staff more closely in
decision-making. All this is enhanced
and underpinned by a newly
developed set of group values.

During the year we introduced a
cost-effective new pension scheme,
designed to enhance our attractiveness
to new jainers. This year saw the
introduction of a new employee share
scheme, which will give employees a
tangible interest in the increasing value
of the business. Some 66,000 UK staff
have received an allocation of free
shares, and a share tracking scheme has
been introduced for overseas staff.
Further shares will be allocated annually
on a performance related basis.

Community

Boots has been active in contributing to
a healthy and vibrant society for more
than 120 years. Our stores play an
essential role in developing strong links
with local comimunities and we will
build on these strengths as we begin to
align community investment activity
with key drivers within the business.
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Many of our people make a valuable
contribution to their communities by
giving their time and skifls and we will
continue to develop initiatives to
support and recognise their efforts.

Many of our innovative community
investment initiatives have been
developed in Nottinghamshire: we
know the community well and have
established many powerful partnerships.
In March 2007 we opened a Community
Investment Centre on our main
Nottingham site, which adds a new
dimension to our work, supports
work-related learning and develops
employee skills.

We take seriously the growing
interest in the broader sustainability
agenda. We are reviewing Boots
position and developing a transparent
and robust framework in which to
report all our activities in the future.

For up-to-date information an
our community programme. please
visit our website at
www.boots-ple.com/communityinvestment

Environment

We have made further good progress
with initiatives to cut waste and reduce
energy and water consumption, These
efforts clearly benefit the business

and society as a whole. Among the
highlights was a 108% increase in
using return journeys from Boots store
deliveries to bring suppliers’ goods to
the warehouse. This was equivalent to
reducing road journeys by more than
860.000 km overall. We reduced water
consumption per unit produced at
Airdrie and Nottingham by 3.9%.

And the Department of Environment
Transport and the Regions formally
recognised our Nottingham combined
heat and power station as an example
of energy efficiency best practice.

We extended our involvement in
the Government’s Making a Corporate
Commitment initiative, by agreeing
to target a 1096 like for like reduction
in carbon dioxide emissions qver
five years.

Information an our environmentat
perfarmance is available on our website
at www.boots-plc.com/environment,

You can view our annual environmental
report and download an eight-page
surmmary from the site; if you would
prefer a copy by post, please call free

on 0800028 0367,
UK staff given

6 6 It OO shares under our

employee share ownership scheme.

860,000km

of road journeys saved by more

efficient use of delivery fleet.

’] 2 years of Boots activity in
contributing to a healthy

and vibrant society.
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OUR GOVERNING OBJECTIVEIS
TO MAXIMISE THE VALUE OF THE
COMPANY FOR THE BENEFIT OF

TS SHAREHOLDERS

Philosophy At Boots we have asingle
averriding management objective -

we call it the governing objective.

This abjective means ensuring that
shareholders will get the best possible
return on their investment in Boots over
time, through dividend payments and
share price increases.

This management objective is
central to the way we do business and
itis embedded in all our activities and
decisions, through a managing for
value (MFV) framework. This framework
enables a consistent approach to be
adopted for strategic planning and for
everyday decision making at all levels in
the organisation, harnessing the skills
and knowledge of all our staff. We are,
therefore, able to take rational decisions,
strengthening and growing the
company over time for the benefit of all
our stakeholders. [t also establishes a
clear link between shareholder returns,
the performance of our businesses
and individual rewards by providing
an unambiguous measure of our
achievernent.

Measures of performance
Primary measure We believe the
single unambiguous measure of
shareholder value and, therefore.
group performance, is total return ta
shareholders. itis calculated from the
movement in the share price and the
value of dividends as if reinvested in the
company when paid. We monitor our
performance on a rolling five year basis
against ten peer companies.

Long term bonuses for the executive
directors and other senior management

are also tied to total shareholder return
(TSR) measured currently on a ralling
four year basis.

Cash flow The maximisation of cash
flow aver time is the key factor in value
creation and cash managementis one
of the key performance measures used
by the company to monitor businesses,
and is used to determine the leve! of
reward to senior management through
short term bonus schemes in the
majority of businesses.

Economic profit The primary
determinant of the level of investment
in our businesses is economic profit.
This is the return we expect to make
for shareholders after charging an
appropriate amount for the capital
invested. Currently, this cost of capital
for most of the group is 8.5%, after tax
and after discounting separately for
specific risk.

Growth rates We use growth rates
to measure past performance and
to set targets not only for sales,
operating profit and cash flow but
also importantly for econamic profit
and TSR,

Returns Return on capital invested,
measured both before and after
capitalising the value of off-balance
sheet leases, is a key measure of
ongoing business performance.
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Cash generation £m

(01| 60.2
[co 1378.2
99 95.0
g8 203.2
[Er| 138.5

Group performance

Total shareholder return (TSR)

We ended the year at position seven in
the following TSR table with a returnin
the five year period of 27.8%, which
represents 5.0% on an annualised basis.

Shareholder returns of The Boots Company
compared with peer companies
Returns are calculated using average

listed share prices over the three months
to 31st March.

Five years to 31st March 2001 %
1 Tesco 2083
2 Alliance UniChem 151.3
3 Smith & Nephew 127.1
4 Kingfisher 101.8
5 Reckitt Benckiser 54.3
6 W H Smith 394
7 Boots 27.8
8  JSainsbury 15.1
g  GUS (13.4)
10 Marks & Spencer (38.8)

Changes in our competitors cause Us to
review the peer group from time to time
and during the year we have replaced
SmithKline Beecham with Debenhams.
However, as Debenhams has been a
listed company for only just over three
years it will not appear as a peer
company in the rolling five year TSR
monitor for another two years.

Qver a ten year period our
equivalent annualised return was
10.1%.

Share price Our share price rose from
537p atthe end of last year to 627p on
3tst March 2001. The price ranged
from a high of 649p to alow of 479%p.

Turnover Sales from businesses.
including £5.3m share of joint ventures’
turnover, increased by 0.7%

to £5.226.2m.

Profit Operating profit from continuing
operations before exceptional items and
share of operating loss of joint ventures,
increased by 5.2% to £603.1m. Profit
before tax and exceptionals rose 1.8%
to £581.1m.

Earnings per share Basic earnings per
share before exceptional items increased
by 2.6% to 46.6p.

Dividend The board has proposed a final
dividend of 18.5p. This brings the total
dividend for the year to 26.3p, an
increase of 4.4%6 over last year.

Interest Netinterest receivable for the
vear was £1.1m compared with £5.9m
net receivable in 2000.

Taxation The effective tax rate, before
exceptional items, for the group was
29.6%, the same as last year.

Cash flow The following summary of
cash flow demonstrates the company’s
ability consistently ta generate a healthy
free cash flow that is defined as the cash
flow available te all the providers of
capital.

The group generated cash from
operating activities before exceptionals
of £683.6m, a decrease of £79.4mon
last year mainly arising through an
increase in debtors, including pension
prepayments.

Summary of cash flows £m Em
2001 2000
Operating cash flows
before exceptionals 693 773
Exceptional operating
cash flows 29) (19)
Acquisition/disposal
of businesses (33) (3
Purchase of fixed assets (462) (2686)
Purchase of awn shares - (58)
Disposal of fixed assets 49 93
Disposal of own shares 8 10
Texation paid 87y (154)
Cther items 1 -
Free cash flow 60 378
Repurchase of shares - (89)
Dividends paid (224) (216)
Netinterest (22) (10

Net cash flow (186) 55

The acquisition of the Clearasil brand
in October 2000 for a consideration
of £237m was the major factor in
reducing the free cash flow by £376m
to £60m.

No shares were repurchased during
the year as part of a share buy back nor
were any shares purchased on behalf
of the QUEST.

The chart at the top of the page
shows the amounts of free cash flow
generated by the group for each of the
last five years.
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Qualifying Employee Share Trust
(QUEST) and All Emplayee Share
Owvnership Plan (AESOP)

The company decided not to make any
further offers under the Save As You
Earn share option scheme for the time
being and no further shares were
therefore purchased by the QUEST.
The company established the QUEST
in 1289 to enable the comparny to

use existing shares to satisfy

SAYE options.

As aresult, there have been no new
options to charge to the businesses.
The purchase of 5.7m shares last year
resulted in a charge to operating costs
in the businesses of £8.8m. These costs
represent the difference between the
market value at the time of purchase of
the shares bought by the QUEST and
the option price payable by employees.

However, in the current year £7.8m
(2000 £6.8m) has been charged to the
businesses for interest on borrowings
to finance the shares already held in
the QUEST.

The AESOP was set up during the
year. Under this plan ali employees had
the opportunity to be allocated. in
March 2001, a number of shares based
on.the average number of contracted
Rours that they worked. A otal of 1.7m
shares were purchased by the AESCP
from the QUEST. making use of shares
held in the QUEST where options have
lapsed. The shares, in most cases, will
be held in the AESOP on behalf of the
employees for atleast three years, at
which time the empioyees will become
entitled to the shares.

The purchase of the shares by
the AESOP from the QUEST was
undertaken at a price of 588p, being
the closing market price ruling on the
day before rransfer. The cost of the
shares in the AESOP is being amortised
over three years, the period at the end
of which the employees become
unconditionally entited to the shares.

Pensions We welcome the publication
of Financial Reporting Standard (FRS)
17, the new accounting standard for
pensions, which introduces valuable
consistency and transparency into a
complex area of financial reporting.
FRS17 gives a present value of

pension ligbilities by discounting
pension commitments, including salary
growth, at an AA bond yield. The FRS17
value of liabilities at the yearend is
£2.05bn and the market vajue of assets
is £2.3bn, giving a pension scheme
surplus of £250m,

The service or operating cost for the
full year under FRS17 waould have been
about 1426 of pensionable salaries. or
about £70m. The cost after net
investment returns would be about
1096 of pensionable salaries, or about
£50m.

New members of the pension
scheme now join a Defined
Contribution scheme for five years,
before having the opportunity tojoin
the Defined Benefit scheme. Over the
next five years this will reduce the
service cost to about 12%.

We support the Government's
proposals on Security for Occupational
Pensions, published during the year.
These envisage stricter conditions on
wind-up of any pension scheme
sponsor, which will improve security for
all pension scheme members and lead
ta more direct involvement by spensors
in the activities of their pension
schemes.

Treasury policy and controls Boots
has substantial berrowing capacity due
to its strong credit ratings.

Treasury focusis primarily on the
balance sheet, inciuding items such as
property lease commitments, which
are economic assets and liabilities, but
which current accounting convention
does not recognise.

Note 19 on pages 59 and 60 shows
further details under the disclosure
requirements of FRS13 'Derivatives and
Other Financial Instruments: Disclosures’.

Controls Controls seek o prevent fraud
and other unauthorised transactions as
well as counterparty risk. The group’s
risk assurance and audit staff reviews
annually the effective operation of key
controls. Strict guidelines for cash
investments apply warldwide, with cash
held only in high quality bank deposits
and commercial paper. Swaps, which
the company uses to manage interest
rates and currencies, are strictly

controlled and monitored, with each
transaction specifically authorised by
the deputy chief executive and finance
director.

Liquidity and funding The company has
good access ta the capital markets due
to its strong credit ratings from Moody's
and Standard and Poor's (P1/AT and
AT/A+). Itis policy to maintain credit
ratings that give good access (o the
capital markets.

The group has ten identical credit
facilities, totalling £600m, which
mature in 2004. These facilities
remained undrawn during the year,
with short term needs being met
from uncommitted bank lines.

Lease liabilities In common with other
UK retailers, the group has liabilities
through its obtigations to pay rents
under property leases. Rent
commitments on property leases are
the economic equivalent of fixed rate
debt. The following table shows the
capitafised value of the committed after
tax rents payable at 31st March 2001,
excluding any likely increase in rents at
rent reviews, discounted at the group’s
after tax cost of borrowing of 4.5%
(6.4% before tax).

Rent

commitmentat  Capitalised
Maturity of 31st March 2001 value
commitment Em £m
1to 10 years 59.5 192
10 to 20 years 1136 850
2010 3Q years 210 207
Over 30years 5.6 76
Total 199.7 1,325

The analysis of rent payable
commitments atthe year end for
businesses is:

Em %
Boots The Chemists 136.8 68
Halfards 49.2 25
Other 13.7 7
Totat 198.7 100

Interest Policy is to maintain a balance
between debt, including leases. at fixed
and floating rates, but we do not hedge
against the impact of short term interest
rate maovements.

The total value of lease-related
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swapsis £1.1bn, which now have an
average maturity of eight years and a
weighted average fixed rate receipt
of 7.4%.

The company’s other fixed rate
borrowings have all been swapped into
floating rate.

Given the overall cash, borrowing
and interest rate swap pasition, each
1% increase or decrease in short term
interestrate, changes the net interest
figure by about £14m.

Currency exposure With the acquisition
of the Clearasil brand during the year,
our overseas business is becaming
significant. We therefore put in place
swaps, creating currency liabilities
matching the economic value of the
main overseas businesses acquired as a
result of Clearasil. Modest sales and
purchases are also made from the UK in
arange of currencies, but hedging
them into sterling does not add value.

Capital structure Value can be achieved
for shareholders by managing capital
structure. Increasing debt lowers the
after tax cost of capital and, since 1894,
we have exploited this by distributing
£1.3bn to shareholders in the form of
share repurchase and special dividend,
in addition to normat dividend
payments. A balance has to be struck,
however, between the advantages of
debt and the resuiting reduction in
financial flexibility. As with other
financial assets, we do not take
positions on the company's share price,
which is determined by the market with
access to all relevant information. When
we repurchase shares it is only with the
intent of maintaining an efficient capital
structure.

The company’s strategy envisages
expansion in a number of areas,
illustrated by the Clearasil acquisition
during the year. \We therefore wish to
retain financial flexibility, and have no
currentintention of buying in more
shares as part of the repurchase
programme.

tconomic and Monetary Union
(EMU) Our businesses are well
prepared for the introduction of euro
notes and cains. Many of our businesses

have reported internally in euros this
year and will operate fully euro
compliant systems well ahead of
January 2002. Our retail customers in
the Republic of Ireland will see the
introduction of dual pricing in stares
over the summer. We are working hard
to ensure a smooth transition and we
have detailed plans in place to manage
the practical challenges presented by
the new currency. To minimise the
potential confusion for customers and
staff there will be a major investment in
staff training and education prior to
conversion.

Qverall. the total cost of
implementing the euro remains close to
1% of turnover. If UK entry to the EMU
is determined, we would benefit greatly
from the experience of our businesses
in nine af the first wave countries.

Accounting standards The company
fully supports the objectives of the
Accounting Standards Board (ASB) to
improve the quality and consistency of
financial statements.

Current UK accounting ignores the
material economic costs and liabilities
of operating leases, pensions and
employee share options, alf of which
the group's internal management
accounting attempts to recognise.

We are pleased to note that the ASB
has each of these at different stages of
development. We particularly welcome
the publication of FRS17 on Retirement
Benefits. However, this new standard
along with FR518 "Accounting Policies’
and FRS19 'Deferred Tax'. that were
also issued in the current year, do

nat become effective until the

report and accounts for the year to
31st March 2002,

e

David Thompson
Deputy Chief Executive and
Finance Directar

Payment to shareholders £m

0 i 224.0
a0 i 3117
g | 207.3
BB 563.3
a7 i 469.8

2000 and 1997 inciude share repurcnasas of £85.4m
and £300m respectiveiv, 1998 inciudes the special
civicdend or £400.5m.
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wccounts 2001

*1John McGrath, 62, appointed
December 1997 and chairman since
August 2000. Group chief executive of
Diageo until his retirement in December
2000. He was group chief executive of
Grand Metropaolitan before GrandMet
and Guinness merged in December
1997 to form Diageo. Previously
chairman and chief executive of IDV.
GrandMlet’s spirits and wines business.

2 Steve Russell, 58, chief executive
since April 2000. He is also a non-
executive director of Barctays PLC.
Hejoined Beots in 1967 and was
formerly managing directar of
Boots The Chemists.

3 David Thompson, 58, deputy
chief executive since April 2000 and
finance director since 1990. Heis also
anon-executive director of Cadbury
Schweppes. He joined Boots in 1866,
was appointed finance director of
Retail Division in 1980 and group
financial contraller in 1988. Heisa
chartered accountant.

4 John Watson, 59, managing
directer, Boots Contract Manufacturing
and responsible for Boots Properties
and Engineering. Appointed to the
beard in 1996. He joined Bootsin

1967 and was director of persannel.
Pharmaceuticals Division, before being
appointed to his present position in
1991. He is also chairman of Boots
Pensions Limited.

5 Barry Clare. 48, marketing director
and director of international businesses.
He is also a non-executive director of
Standard Chartered PLC. Appointed
to the board in 1888 He joined

Boaots in 1997 to lead the creation and
development of the international
consumer healthcare business, after
gaining strategic marketing experience
at Procter & Gamble and Diversey
Corporation,

6 Ken Piggott, 52, managing directar,
Boots UK and Irefand retaif operations.
He joined Boots in 1970 and was
appointed merchandise cantroller for
the beauty and fashion departmentin
1983. On the creation of business
centres in 1986, he became beauty
business general manager, before
becoming managing director of
Childrens World, Do It All, Halfords
and Boots The Chemists successively.

7 Andy Smith, 40, group personnel
director. Joined Boots in 1887 as director
of personnel, group. He was director of
personnel for Boots The Chemists from
1999 before being appainted to the
board in April 2001, Previously he worked
for Pepsi Cola and Mars Confectionery.

*8 Fiona Harrison, 50, appointed
1994. Chief executive of Retail Stores,
the holding company of Liberty
department stores. A former director of
Coats Viyella and chief executive of its
Fashion Retail Division, which operates
the Jaeger and Viyella retail chains. She
is also a non-executive director of SMG
and Thorntons.

*9 Dr John Buchanan, 57, appointed
December 1997. Group chief financial
officer and a managing director of BP.
Formerly group treasurer and chief
executive of BP Finance and chief
operating officer of BP Chemicals.

*10 Dr Martin Read, 51, appointed
1999. Managing director and chief
executive of Logica. one of the world's
leading global IT solutions companies.
Before taking over at Logica in 1983,
he held a number of senior positions
at GEC Marconi. He was appointed a
non-executive director of British Ainways
in 2000 and served as a non-executive
directer of Asda Group from 1986

to 1999.

*11 Sir Nigel Rudd, 54, appointed
December 1999. Non-executive
chairman of Kidde and non-executive
chairman of Pilkington and Pendragon.
He is also a non-executive director of
Barclays PLC and of Bridgewell.

*12 Héléne Ploix, 56. appointed
September 2000. Chairman of Pechel
Industries. She is also non-executive
director of Ferring, Lafarge and Publicis.

*Nan-executive director
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Requirements of corporate governance are set out by the Financial Services Authority (FSA) Listing Rules together with the related
Principles of Good Governance and Code of Best Practice (the 'Combined Code '), now adopted by the FSA.

Directors are assisted in complying with the internal control requirements of the Combined Cade By the Institute of Chartered
Accountants in England and Wales’ publication "internal Contral: Guidance for Directors on the Cambined Code’ (the "Turnbull
guidance’).

The board has reviewed the group’s corporate governance policies and practice and has determined that the company compied with
the provisions of the Cambined Code throughout the period with one exception. The board has determined that executive directors
appointed prior to 1st Aprif 1898 should have a service contract terminable by the company on two years' notice. Those appointed
after that date have a service contract terminable on one year's natice by the company, such notice not to take effect until after the
expiry of two years from the date of appointment of the director. Mr S G Russeli is now the only director with a rolling two years'
service contract.

Board composition

Details of the board of directors are shown on pages 22 and 23 and in the directors' repart on page 37. During the year there was a
clear division of responsibilities at the head of the company, with Lord Blyth as chairman until he retired on 31st July 2000 when
Mr } B McGrath took over his responsibilities. vir S G Russell has been chief executive of the company throughout the year. During
the year, Sir Michael Angus, Sir Peter Reynolds, Mr M F Ruddell and Sir Clive Whitmore retired from the board. Mme H Ploix and

Mr K S Piggott were appointed to the board during the year and Mr A P Smith joined the board on 1st April 2001. After these
changes the board comprises six executive directors and six non-executive directors.

The board considers all of its non-executive directors to be independent, Sir Nige! Rudd being identified as the senior independent
director following the retirement of Sir Michael Angus.

The board considers an independent director is one who has no relationship with any party which may undermine independence and
wha is not dependent on the company for his or her primary source of income or paid by the comparny in any capacity other than a
non-executive director, was not previously a senior manager of the company, and does not participate in the company's incentive
bonus schemes or pension schemes.

Conduct of board meetings
The board normally has ten regular meetings in the year plus two further meetings to deal specifically with full year and haif year
results. Strategy meetings are convened as required. A schedule of powers reserved to the board is maintained comprising key events

and decisions.

For all board meetings an agenda is established. For regular meetings this generally comprises reports from the chief executive,

finance director and the personnel director, reports on the performance of the businesses, major items of strategic expenditure to be
approved and other significant policy issues. The board is also natified of any dealings by directors and senior managers in the shares
of the company. Written reports are provided to the directors in advance of the board meeting. In addition the board considers at least
annually the strategic plans of the group and individua! businesses and is provided with other information as requested. from time 0
time directors receive presentations from management about key areas of the group’s operations.

Full year and interim resuits are reviewed by the board audit committee and approved by the board prior to publication. Other price
sensitive announcements may be published under the authority of a director.

In the furtherance of their duties. the directors have full access to the services of the campany secretary and may take independent
professional advice, at cost to the company, subject to a limit of £25,000 and prior notification to the chairman of the audit

committee.

The group has a policy of providing corporate governance training for directors on appointment, if this is their first appointment to a
pubtic limited company board.

Board committees
There are four principal board committees, all of which operate within written terms of reference. Details of the present composition

and the main responsibilities of these committees are as fallows:

Board nominations committee
J B McGrath (chairman)

Dr J G S Buchanan

F M Harrison

H Ploix

Dr M P Read

Sir Nigel Rudd

The board nominations committee meets as dictated by circumstances and met three times during the year.

The main responsibility of the board nominations commitiee is 10 cansider and make recommendations to the board about the
appointment of directors, the standing ror reappointment of directors and the structure and composition of the board generally.
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Board audit committee
Dr J G S Buchanan {chairman)
F M Harrison

H Pioix

Dr M P Read

Sir Nigel Rudd

The board audit committes met four times during the year.

The main respansibiiities of the board audit committes are:

- toreview and advise the board on the interim and annual financial statements.

- toreview with the external auditors the nature and scope of their audit and the results of that audit, any control issues raised by
them and management’s response.

- to make recommendations as to the appointment and remuneration of the external auditars and any question of their resignation

or removal.

1o review the company's systems and practices for the identification and management of risk, to set the risk assurance audit plan

and to receive regular reports on internal audit matters.

- to moniter compliance with the company's policies to prevent illegal and questionable carporate conduct.

- to review the major findings of internal investigations.

The external auditors are appointed annually at the annual general meeting. The board audit committee considers the reappointment
of the auditors and reports its findings to the board. The board audit committee periodically considers the performance, cost and
independence of the external auditors, including a comparison of audit fees with those of other retail and FTSE100 companies and a
review of the level of service provided by the audit team throughout the group.

The audit firm may perform non-audit work for the group but anly when its tender is considered superior {0 that of other consultants.
A schedule of this non-audit work is provided annually to the board audit committee.

Board remuneration committee
Sir Nigel Rudd (chairman)

Dr ! G S Buchanan

F M Harrison

J B McGrath

H Ploix

Dr M P Read

The board remuneration committee met six times during the year.

The committee, having o members who are executive directors or wha have personal financial interest in matters to be decided,
is responsible to the board for determining the remuneration, terms and conditions and bonus schemes for the executive directors,
having regard to performance. A report on the remuneration of directors appears on pages 28 to 33.

Board social responsibilities committee
F M Harrison (chairman)

Dr M P Read

AP Smith

The board social responsibilities committee met once during the year.

The main responsibility of the board social responsibilities committee is to keep under review the company’s palicies and practices in
the areas of social responsibility including those refating to health, safety, the environment, equal cpportunities, race relations and
employment of the disabled.

Investor relations

Communications with shareholders are given a high priority. A rolling programme of meetings between institutional shareholders
and executive directors is held throughout the year, in addition to the annual and half year results presentations and the annual
general meeting. In addition, a magazine for private investors is produced twice a year.

All members of the board usually attend the annual general meeting. A business presentation is given at the meeting, followed by a
question and answer session. The notice of the meeting together with any related papers is sent to shareholders at least 20 working
days before the meeting, or for those who have elected for electronic communication, notice is given to such shareholders of the
availability of papers on the company’s website. Shareholders are given the opportunity to vote on each separate issue. Postal proxy
votes will be counted and summary figures are announced after the vote on show of hands on each item.
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Internai control

The directors have overall responsibility for the group’s sysiem of internal control. The system of internal control is designed t©
manage. rather than eliminate, the risk of failure to the achievement of business objectives. Such a system can, however, provide only
reasonable, and not absolute, assurance against material misstatement or loss.

Members of the board have responsibility for monitering the conduct and operations of individual businesses within the group. This
includes the review and approval of business strategies and ptans and the setting of key business performance targets. The executive
management responsible for each business are accountable for the conduct and performance of their business within the agreed
strategies.

Business plans provide a framework from which performance commitments have been agreed between group headguarters and each
business, These commitments incorporate financial and strategic targets against which business performance is monitored. This
monitering includes the examination of and changes to rolling annual and half year forecasts and monthly measurement of actual
achievement against key performance targets and plans.

The group has clear requirements for the approval and control of expenditure. Strategic investmient decisions involving both capital
and revenue expenditure are subject to formal detailed appraisal and review accarding to approval levels set by the board. Operating
expenditure is controlied within each business with approval tevels for such expenditure being determined by the indivigual
businesses.

Executive management are responsible for the identification, evaluation and management of the significant risks appficable to their
areas of business. These risks are assessed on a reqular basis and may be associated with a variety of internal or external sources. This
continuous process has been in place for the year ended 31st March 2001 and up to the date of approval of the Annual Report and
Accounts.

Annually, businesses provide certified statements of compliance with the group’s system of internal control, which are supported by
assessments of key business risks, controls and resulting exposures.

The group fisk assurance function {encompassing internal audit) works throughout the group to further develop. improve and embed
risk management processes and toals in the business operations. It also provides assurance to the board that risk management
practices address the key risks faced by the group. Its work includes an assessment of the risks and contrels throughout the group and
its findings are reported to senior management responsible for the area concerned. Group risk assurance aiso reports regularly to the
audit committee.

The audit committee assists the board in fulfilling its oversight responsibilities, primarily reviewing the reporting of financial and non-
financial information to shareholders, the systems of internal control and risk management, and the audit process. The externai
auditors and the head of group risk assurance attend all meetings.

The group’s system of internal control is monitored regularly by the board, its committees, the group risk assurance function, and
management.

Going concern
Having cansidered group cash flaw forecasts and strategic plans, the directars are satisfied that the company has adequate resources
ta continue in operational existence for the foreseeable future. For this reason, they continue to adopt the geing concern basis in

preparing the financial statements.
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This report has been prepared in compliance with Schedule B of the Combined Code annexed to the Listing Rules of the Financial
Services Authority.

Remuneration policies

In determining remuneration policies, the board has followed the provisions set out in Schedule A of the Combined Code. it is the
practice of the board to maintain contact where appropriate with its major shareholders about remuneration issues. Remuneration
policies for the executive directors and the senior management team are aligned with the board's governing objective, which is to
maximise the value of the company for the benerit of shareholders in terms of totai shareholder return represented by share price
movement and the value of dividends as if reinvested when paid. Executive bonuses are seen as a means of reinforcing this objective
and rewarding executives for their achievement. Responsibilities of the remuneration committee and its membership are set out in
the corporate governance statement on page 28.

Remuneration policies are based on the following foundations:

Pay levels Executive directors' salaries and non-executive directors’ fees are positioned at competitive levels in the fight of
independent assessment of market practices. Bonus schemes provide an opportunity for executives to recelve additional rewards
if, and only if, business performance reaches specified objectives and targets.

Link with business strategy The way that performance is measured for executive directors flows from, and is consistent with,
business strategy and therefore a significant element of an executive directar's bonus is tied 1o generating long term returns for
sharehclders which compare welt with those of other leading companies.

The role of equity Share ownership provides an effective way to align the interests of shareholders and executives. Therefore,

half of an executive director’s long term bonus is payable in shares of the company. Changes in executive director’s remuneration, for
which approval is being sought at the annual general meeting, will increase that alignment through the whole of the long term bonus
being paid in shares and with the introduction of a share option plan. Moreover, the remuneration committee has adepted a policy of
requiring directors over time 10 achieve a holding in the company’s shares having a value equivalent to their saiary.

Directors' remuneration
Analysis of emoluments, long term bonuses and gains on share options are shown an pages 29 to 32. Details of shareholdings

and autstanding share options are shown on page 32 and pension entitlements on page 33.
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Components of emoluments

Salaries and fees Salaries of executive directors reflect the scope of, and changes in, their responsibilities and are reviewed
annually by the remuneraticn committee with reference to external comparisons. The board sets the fevel of remuneration of the
non-gxecutive directors by reference to practice in other leading companies.

Short term executive bonus scheme This scheme rewards executive directors for achieving operating efficiencies and
profitable growth in the relevant year by reference to challenging but achievable forecasts derived at the beginning of the year
from strategic plans.

During 2000/01, the perfarmance criterion was profit after tax. A bonus of 10% of base salary was payable for performance at 85%
of profit after tax target rising to 25% of satary for perfermance at target level and 10 a maximum of 50% when profit after tax was
110% of target. Performance against target during the year was such that a bonus equal to 22% was earned by executive directors.

Short term profit related bonus schemes Profit related bonus schemes cover various groups of staff, including executive directors.
These schemes are based con performance against either group, or business unit, profit target as appropriate and there is @ maximum
payment of £6.000 to any individual. Executive directors and senior managers will not participate in such bonus schemes after

31st March 2001.

Other benefits Executive directors receive other benefits, including a company car, sick pay and halidays, which overall provide a
reascnably competitive package comparable with that provided by other major companies.

Analysis of individual directors’ emoluments Salariesand  Short term Other Total Total
£000 fees bonuses benefits 2001 2000

Sir Michae! Angus (deputy chairman until retirement

on 31st December 2000) 71 - - 71 a5
Lord Blyth {chairman until retirement on 31st July 2000) 289 49 - 338 772
DrJ G SBuchanan 30 - - 30 30
B Clare 275 57 13 355 275
Sir Peter Davis (retired on 21st January 2000) - - - - 24
F M Harrison 30 - - 30 30
1B McGrath (chairman from 1st August 2000) 143 - 4 147 30
K S Piggott (from 1st April 2000) 300 72 10 382 -
H Ploix (from 7th September 2000) 17 - - 17 -
Dr M P Read (from 23rd September 1999) 30 - - 30 16
Sir Peter Reynalds (retired on 27th uly 20Q0) 10 - - 10 30
Sir Nige! Rudd (from 15th December 1899) 36 - - 36 9
M F Ruddei| {retired from the board on 31st March 2001) 300 72 14 386 348
S G Russell 500 116 16 632 462
D AR Thompson 450 105 16 571 469
1 H Watsan 240 59 13 312 282
Sir Clive Whitmore {retired on 31st March 2001} 30 - - 30 30

2,751 540 86 3,377 2.802
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Long term bonus schemes The schemes provide a direct link between the pay of executive directors and the creation of value for
shareholders. Currently group performance is measured over rolling four vear cycles, in terms of total shareholder return (TSR) relative
to a peer group of ten other leading companies.

The peer group is reviewed before each performance cycle to maintain its relevance. At the end of the cycle for the period up to
31st March 2001 the relevant peer group was:

Alliance UniChem Reckitt Benckiser
Debenhams 1 Sainsbury
Great Universal Stores Smith & Nephew
Kingfisher Tesco

Marks & Spencer W H Smith

For the four year cycle which ended on 31st March 2007 the amount of bonus depended upon the company’s comparative
performance against its peer group on the following scale:

Comparative position in peer group league table 1 2 3 4 5 6 7 8 9 10 N

Bonus % of average annual salary 80 S0 80 B85 55 45 35 NIl NIl NiIlONil

For the above scheme, one half of any bonus earned is paid in cash after the end of each performance cycle. The value of the
remaining half is converted into an equivalent number of shares in the company in respect of which the executive director will have
conditional rights. The number of shares is calculated by dividing half of the value of the long term bonus by the quotation for a share
as derived from the Daily Official List of the Londan Stack Exchange on the date for payment of the cash proportion (in 2001, being
20th June).

For the four year cycles that commenced on or after April 1999 a new scheme has been approved. A maximum potential bonus award
(MPBA) is calculated for executive directors by multiplying the basic annual salary at the beginning of the cycle by a factor of 125%.
The MPBA is then expressed in share units using the average share price over the previous three months. At the end of the
performance cycle a percentage of the MPBA is gained based on the TSR performance against a peer group of ten other leading
companies. The scale applied is:

Comparative position in peer group league table 1 2 3 4 5 6 7 8 9 10 11

9% of MPBA gained 100 80 64 48 36 24 NI Nil Nit - Nib Nt

The value of the award is based on share price movement over the four years. For this new scheme, one half of the award is paid in
cash after the end of each performance cycle and ane haif in shares. The value of the cash bonus is calculated by multiplying one half
of the number of earned share units Dy the average share price aver the last three moniths of the performance cycle, as derived from
the Daily Official List of the London Stock Exchange.

For the abave schemes the executive director will normally become entitled to receive shares only after remaining employed for a
further three years (two years for the new scheme which commenced in 1999). If a director leaves the company during this period,
except in the case of retirement, disability or death, his conditional entitlement to those shares will lapse.

Appraval is being sought at the annual general meeting to:

a) amend the rules for the long term bonus schemes to:

- reduce future performance periods from four to three years.

- pay out the award in respect of future performance periods entirely as a share award.

- remove the requirement of a holding period.

b) establish a new executive share option plan to supplement the existing long term bonus scheme. This will encourage executives to
identify their interests with those of shareholders and will be an effective incentive and an important element in the remuneration

package of the executives.
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In respect of the four year period to 31st March 2001, the company achieved position nine in the league table referred to on page 30.
Accardingly no long term bonus was earned in respect of that period by executive directors. Shares conditionally awarded in respect
of prior periads have, however, vested in the year. The amounts earned inciuding those relating to periods of service before
appointment to the board, were as foltows:

Value of

vested Total Total

£000 Cash shares 2001 2000
Lord Biyth - - - 185
B Clare ’ - 21 21 38
K S Piggout - 23 23 -
M F Ruddell - 43 49 68
S G Russell - 52 52 87
D AR Thompson - 58 58 88
JJ H Watson - 25 25 51
- 228 228 487

The value of the vested shares is based on the middle market price on the date of vesting of the share awards.

Details of the numbers of shares which have been conditionally awarded during the year under the long term bonus scheme for the
cycle which was complated at the end of the previous financial year and for prior periods are shown below along with those shares
that vested in the year and the cumulative total of shares cutstanding at 31st March, or date of retirement:

Conditional Conditional Coenditional Conditional
entitiement entitlernent entitiement entitlement Vested Cumutative
2001 2000 1988 1988 2001 total
Lord Blyth 31,833 21,992 15,856 22,263 (92,044)** -
B Clare 7,757 4,621 3,221 4,190 (4,190) 15,599
K S Piggott 5,437 4,570 3,251 4,413 (4,413) 14,258
M F Ruddell 13,905 9,552 6,951 8,525 (9,525) 30,448~
S G Russell 17,858 11,200 7,652 8,570 (9.570) 36,710
D AR Thompson 18,140 12,072 8,538 11,475 (11,475) 38,750
JJ H Watson 10,525 8,377 4,242 4,876 {4,876) 21,144

106,455 70,384 49,851 66,312 (136,093) 156,909

*at date of retirement
~= vested after ceasing 1o be a director

Part of Mr B Clare’s and all of Mr K S Piggott's cumulative entitlements accrued before they were appointed to the board on
1st April 1928 and 1st April 2000 respectively.



The Bouts Company PLC Annuat Report and Accounts 2001

32/Board remuneration repart

Gains on share options
Details of SAYE share options are shown below. Gains on share options represent the number of shares under options which have
been exercised, valued at the difference between the market price at the date of exercise and the exercise price paid.

Dedtails of gains on share options exercised during the year are as follows:

Muirket price Gain Gain
Exercise Number at date of 2001 2000
price of shares exercise £000 £000

415p 831 503p 1

482p 7,500 525p 3

531p 5,000 625p 5
K S Piggott 9 2
M F Ruddell 410p 841 511p 1 -
S G Russell - 12
Total 10 14

Directors’ shareholdings and share options

The beneficial interests of the directors in office at 31st March 2001 and their families in the share capital of the company at
31stMarch 2001 are shown below. The company's register of directors’ interests, which is open to inspection, contains full details of
direciors’ interests in the company's shares.

Shareholdings Ordinary Ordinary
shares shares
2001 2000
Dr ) G S Buchanan 2,000 2,000
B Clare 8,209 5,658
£ M Harrison . 3,081 3,081
1B McGrath 2,731 2,611

K S Piggott 46,620 43,162*

H Ploix 1,600 =
Dr M P Read 3,500 3.500
Sir Nigel Rudd 2,000 2,000
S G Russell 56,087 50,551
D A R Thompson 86,226 79177
J 1 H Watson 55,269 52,393

“at date of appointment

Each executive director was aisc deemed, as a potential beneficiary, to have an interest in the 1,867,878 ordinary shares of the
company held by Boots ESOP Trust Ltd, on behalf of Boots Employee Trust, established to facilitate the operation of the company’s
executive bonus schemes and 16,525,264 ordinary shares of the company held by Boots (QUEST) Trustee Limited, on behalf of Boots
Qualifying Employee Share Trust, established in connection with the company's UK all-employee SAYE Share Option Scheme and
1,666,724 ordinary shares of the company held by Boots Share Plan Trustees Limited, established to hold shares for employees in
connection with The Boots Company All Employee Share Ownership Plan 2000. No director holds any loan capital. The personal
shareholdings of directars in office at 31st March 2007 remain unchanged on 31st May 2007, but the number of shares held by Boots
{QUEST) Trustee Limited, the Boats ESOP Trust Ltd and the All Employee Share Option Plan have reduced, thereby reducing directors’
deemed interest.

Aill Employee Share Option Plan (AESOP)

During the period Boots established an AESOP as a new way for staff, including executive directors, to become shareholders in the
company. The company’s SAYE scheme, which whilst remaining in force, made no new offers in the period. Under the plan shares in
the AESQOP are held in trust on behaif of the empioyees for at least three years. In March 2001 the executive directors were each
awarded 42 shares under this plan, the same number as any employee with average contracted hours of 35 or more per week. All the
executive directars except for Mr D A R Thompson opted to receive this award.

Share options
An analysis of the number of outstanding directors’ share options at each exercise price is as follows:

Under SAYE scheme 2001 2000

485p s88p 808p 624p Total Totas
B8 Clare 3,216 - - - 3,216 3.216
K S Piggoit 426 1,173 341 324 2,264 3.085*
S G Russell - - - 2,704 2,704 2,704
D A RThompson 1,422 1,760 - - 3,182 3182
}J H Watson 3,556 - - - 3,556 3.556

"at date of appointment

During the year Mr K S Piggort exercised SAYE options in respect of 831 shares,

No executive optians were ieid by directars at 31st March 2007, Mr K S Piggott heid 12,500 executive options on appoiniment 10 the
“Scara and those options were exercised auring the vear,
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Information on the company's SAYE share option scheme. including dates from when options are exercisable and expiry dates.
is shown in note 22. The market price of the company’s shares at 31st March 2001 was 627p and the range of market prices during
the year was 649p to 479p.

Directors’ interests in share options on 31st May 2007 remain unchanged.

Pension entitlement

All executive directors in office at 31st March 20071 receive pension entitlements from the company’s principal UK defined benefit
pension scheme, referred toin note 26, and supplementary pension arrangements which provide additional benefits aimed at
producing a pension of two-thirds final base safary at normal retirement age. Non-executive directors are not members of the pansion
scheme. Pension entitlement is calcuiated only on the salary element of remuneration.

Details of pensions earned by the executive directors in office at 31st March 2001 or at date of retirement are shown below:

Increase in Total accrued
Directors’ accrued pension pension
contributions enttlenent enutiement at
Ageat during the year during the year 31stMarcn 2001
31st March 2001 £000 £000 £0CQ
Lord Blyth - 10 5 3927
B Clare 48 i3 22 81
K S Piggott 52 14 . 63 187
M F Ruddell 57 14 16 185"
S G Russell 58 24 ‘ 74 294
D AR Thompson 58 21 48 286
JJH Watson 58 11 14 158

“atdate of retirement
The total accrued pension entitlement for Mr S G Russell, the highest paid director, at 31st March 2000 was £213 thousand.

The pension entitlement shown is that which would be paid annually on retirement based on service to the end of the year. No account
is taken of any retained benefits from previous employments which will act 1o reguce the benefits shown. The increase in accrued
pension during the year is after deducting the increase due to inflaticn on the previous year's accrued pension. Members of the
scheme have the option ta pay additional voluntary contributions; neither the contributions nor the resulting benefits are included in
the above table.

The normal retirement age is 60. Early retirement is available subject to Trustee consent and a reduction in the accrued pension.
Under the current early retirement terms the pension can be drawn from age 59 without reduction.

On death after retirement, spouses’ pensions of two-thirds of members’ pensions and children's pensions of two-ninths of members’
pensions for up to three dependent children are payable (subject to Inland Revenue limits).

Pensions in payment are guaranteed to be increased annually by 5% or the increase in the Index of Retail Prices (RPI) if less.
Additional increases may be granted at the discretion of the Trustees and subject to the consent of the company.

Any transfer value calcutations would make allowance for discretionary benefits including pension increases and early retirement.

Contracts of service
Lord Blyth retired as a director an 31st July 2000. Mr ) B McGrath succeeded him as chairman.

The previous chairman had a fixed term service contract with the company which expired at normal retirement age of 60. on 8th May
2000. The current chairman, Mr § B McGrath, has an agreement with the company relating to his services as chairman, wiich is
terminable by either party without notice. None of the non-executive directars has a service contract, including Dr J G S Buchanan,
Ms F M Harrison and Mime H Ploix. who are standing for reappointment as directors at the annual general meeting.

All executive directors' service contracts terminate when the director in question reaches the age of 80.

Mr 8 Clare’s and Mr K S Piggott's service contracts are terminable by the company on one year's notice. Mr A P Smith, who was
appainted to the board on 1st April 2001, has a service contract which is terminable by the company on one year's notice, such notice
not ta take effect untif after the expiry of two years from the date of his appointment. Mr J J H Watson'’s and Mr D AR Thompson'’s
contracts expire at normal retirement age, 60, on 3rd July 2007 and 4th September 2002 respectively. Mr S G Russeil has a service
contract which is terminable by the company on two years' aotice. Mr A P Smith and Mr D A R Thampson are standing for
reappointment at the annual general meeting. The remuneration committes considers that itis appropriate for executive directors
who were appointed prior to st Aprit 1998 to have a service contract providing for two years' notice having regard to their seniority
and value to the company and the generally prevailing practice among comparable companies. If any service contract were (0 be
terminated by the company giving less than the contractual period of notice, the requirement for the direczor to mitigate his loss
would be taken into account in determining any resulting compensation.

[tis recognised that directors may be invited 1@ become non-executive directors of other companies and that the additionai experience
and knowledge that this brings will benefit the company. Accordingly. the policy is to allow executive directors 10 accept up 1o two
such appointments where no conrlict of interest arises, and to retain the fees received.
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The directors are required by the Comipanies Act 1985 to prepare financial statements for each financial year which give a true and fair
view of the profit or loss for the financial year and of the state of affairs of the company and the group at the end of that period. The
directors are of the opinion that suitable accounting policies have been used and applied consistently, applicable accounting standards
have been foliowed. and reasonable and prudent judgements and estimates have been made. The financial statements have been
prepared on a going concern basis. The directors have a responsibiiity to ensure that the company and its subsidiaries have suitable
internal controls for maintaining adequate accounting records which disclose with reasonable accuracy at any time the financial
position of the company and to enable them to ensure that the financial statements comply with the Companies Act 1985. They have
general responsibitities for taking such steps that are reasonably open to them for safeguarding the assets of the group, and for
preventing and detecting fraud and other irregularities.
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We have gudited the financial statements on pages 38 to 67.

Respective responsibilities of directors and auditors The directors are responsible for preparing the Annual Report. As described
on page 34, this includes responsibility for preparing the financiat statements in accardance with applicable United Kingdom law and
accounting standards. Qur responsibilities, as independent auditors, are established in the United Kingdom by statute, the Auditing
Practices Board, the Listing Rules of the Financial Services Authority, and by our profession's athical guidance.

We report to you cur opinion as to whether the financial staternents give a true and fair view and are properly prepared in accordance
with the Companies Act. We also report to you if, in our opinion, the directors’ report is not consistent with the financial statements,
if the company has not kept proper accounting records, if we have not received all the information and expianation we require for our
audit, or if information specified by law or the Listing Rutes regarding directors’ remuneration and transactions with the groug is

not disclosed.

We review whether the statement on pages 25 to 27 reflects the company's compliance with the seven provisions of the Combined
Code specified for our review by the Financial Services Authority, and we report if it does not. We are not required to consider
whether the hoard's statements on internal cantral cover alt risks and contrals, or farm an apinion on the effectiveness of the group's
corporate governance procedures or its risk and control procedures.

We read the other information contained in the Annual Report, including the corporate governance statement, and consider wiether
it is consistent with the audited financial statements. We consider the implications for our report if we become aware of any apparent
misstaternents or material inconsistencies with the financial statements.

Basis of audit opinion We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board.
An audit includes examination. on a test basis. of evidence relevant to the amounts and disclosures in the financial statements.

It also includes an assessment of the significant estimates and judgermnents made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the group’s circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and expianations which we considered necessary in arder to
provide us with sufficient evidence to give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overail adequacy of the
presentation of infermaticn in the financial statements.

Opinion in our opinion the financial statements give a true and fair view of the state of affairs of the company and the group as at
31st March 2001 and of the profit af the group for the year then ended and have been properly prepared in accordance with the
Companies Act 1985.

KPMG Audit Plc
Chartered Accountants
Registared Auditor
Birmingham

30th May 2001

(e frodis (21
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The directors of The Boots Company PLC present their annual report to shareholders, together with the audited financial staternents
for the year ended 31st March 2001.

Principal activities

The group's principal activities during the year were:

- rewiling of chemists’ merchandise and autoparts.

- the provision of opticians’ and other healthcare services.

- the development, manufacture and marketing of healthcare and consumer products.
- property investiment, development and management.

Furthar information on the group's continuing activities is provided in the review of operaticns on pages 4 to 17.
Business review and future developments

Areview of group activities during the year, research and development, and likely future developments are dealt with in the
chairman’s statement, chief executive's review and review of operations on pages 1ta 17.

Group resuits
The group profit and foss account for 2001 shown on page 38 includes the foliowing detaits:

2001 2000

Em Em

Turnaver (including share of joint ventures) 5,226.2 5.189.4
Profit on ordinary activities before exceptional items and taxation 581.1 570.8
Profit on ordinary activities before taxation 492.2 561.7

Appropriations .
The directors recommend the payment of a final dividend of 18.5p per share which, if approved by shareholders, will be paid
on 17th August 2001 to shareholders registered on 15th June 2007, When added to the interim dividend of 7.8p paid on
2nd February 2001, this makes a tatal dividend payment far the year of 26.3p per share (2000 25.2p per share). Payment of
these dividends requires £2317.6m (2000 £221.7m), leaving a profit of £107.6m (2000 £177.3m) retained in the business.

Group structure

On 15th August 2000, following a strategic review of its Dutch retail operation, an agreement was signed by Boots Stores Nederland
B.V. with Etos, part of Reyal Ahold, the Netherlands' largest retail graup, to transfer its property leases, stocks, assets and employees
to them on 6th November 2000.

On 12th October 2000, Boots and Granada Media plc announced the formation of a new independent internet and broadband jaint
venture designed to be Britain’s leading e-businass for health, beauty and wellbeing.

On 17th October 2000, Boots Healthcare USA Inc. and Hermal, both indirect subsidiaries of the company, acquired the Clearasil brand
from Procter & Gambte. Clearasil is the world's leading brand in acne prevention and treatment.

On 12th December 2000, The Centre for the Study of Complementary Medicine, one of the UK's leading complementary health
centres was acquired.

On 2nd February 2001, Marco Viti, part of the italian over the counter {OTC) business, was sold to Italian pharmaceuticals company, Zeta.

On 30th March 2001, Portland Ceramics Limited, one of the UK's leading dental laboratories was acquired, strengthening Boots
ability to meet increasing patient demand for dental implants and cther specialist services.

On 26th April 2001, Boots completed the sale of Raval, a private label manufacturing business in France and Spain, to the existing
Roval management team.

Share capital
Details of changes in the share capital are shown in note 22 to the financial statements on page 63.

At the annual general meeting on 27th July 2000, shareholders authorised the company to make market purchases of its own
ordinary shares of 25p each. No such purchases were made during the year,

At the forthcoming annual general meeting on 26th July 2001, shareholders will be invited to renew the company's autharity to make
market purchases. The authority will be limited to the purchase of not more than 89.8 million ordinary shares, being approximately
109 of the ordinary shares in issue at the date of this repart; the maximum price payabie to be 105%6 of the average of the closing
mid market quotations for the five business days before the purchase, with the minimum price Deing the nominal value, exclusive

of any expenses payable by the company.

Details of shares acquired by Boots Qualifying Employee Share Trust, Boots All Employee Share Option Plan and Boots ESOP Trust are
shown in note 12.

Shareholders

As at 230th May 2001 the register maintained by the company under Section 211 of the Companies Act 1885 contains & notification
1o the company that the Prudential Cerperation group of companies holds 3.88% of the issued ordinary share capital of

ihe company.
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Fixed assets

The directors are of the opinion that the market value of the group’s properties at 31st March 2007 is 996 higher than that stated in
the financial statements. itis not anticipated that any significant taxation will become payable on the revaluation surplus, as taxation
gains on properties used for the purpese of the group's trade is expected to be deferred indefinitely or eliminated by capital losses.

Payment of suppliers

The grougp is & signatory of the Confederation of British Industry’s Prompt Payment Code. It is the policy of the group to agree
appropriate terms and conditions for its transactions with suppliers (by means ranging from standard written terms to indivicdually
negotiated contracts} and that payment should be made in accordance with those terms and conditions, provided that the supplier
has also complied with them.

The number of days’ comipany purchases outstanding at 31st March 2007 was 28.

Staff

The group continues to involve staff in the decision-making process and communicates regularly with them during the year.

Their involvement in the company’s performance is encauraged with employee bonus and share schemes. The involvement extends
to the board of Boots Pensions Ltd, on which there are three employee representatives as well as a retired employee. The group’s aim
for all members of staff and applicants for employmentis to fit the qualifications, aptitude and ability of each individual to the
appropriate job, and to provide equal opportunity, regardless of sex, refigion or ethnic origin. The group doss all that is practicable t©
meet its respansibility towards the empioyment and training of disabled peaple. \Where an employes becomes disabled. every effort is
made to provide continuity of employment in the same job or a suitable alternative.

Charitable and political donations
Cash donations for charitable and educational purposes in the UK for the year were £2.9m (2000 £2.8m). There were no patitical
payments. further information on cammunity refations is shown on page 6.

Directors

Details of directors are shown on pages 22 and 23. Lord Blyth and Sir Peter Reynolds were directors until their retirement from the
board on 31st July 2000 and 27th July 2000 respectively. Mr M F Ruddell and Sir Clive Whitmore were directors until their retirerment
from the board on 31st March 2001.

Or } G S Buchanan, Ms F M Harrison and Mr D A R Thompson retire by rotation at the annuai general meeting in accordance
with Article 87 and offer themselves for reappointment.

Mme H Ploix and Mr A P Smith who were appainted as directors on 7th September 2000 and 1st April 2001 respectively retire at the
annual general meeting in accordance with Article 86 and offer themselves for reappointment.

Information on service contracts and details of the interests of the directors and their families in the share capital of the company
at 37st March 2007 are shown in the board remuneration report on pages 28 to 33.

Mr J JH Watson is retiring as a director of the company after the annual general meeting on 26th July 2001.

Auditors
A resolution to reappoint KPMG Audit Pic as auditors and to authorise the directors to fix their remuneration will be proposed

at the annual general meeting.

By order of the board .
M J§ Oliver OAN
Secretary fk
30th May 2001
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Before Exceptional Before £xceptonl
exceptional items exceptionat iterns

items {note 3) Total itemns (note 3] Totat

2001 2001 2001 2000 2000 2000
For the year ended 31st March 2001 Notes £m Em £m Em £m g
Turnover: group and share of joint ventures 1 5226.2 - 5,226.2 5,188.4 - 5189.4
Less: share of joint ventures’ turnaover (5.3) - (5.3) (2.4) - (2.4)
Group turnover 5,220.9 - 52209 5.187.0 - 5.187.0
Group operating profit 603.1 (50.5) 5526 573.3 (22.0) 551.3
Share of operating loss of joint ventures (23.1) - (23.1) (8.4) - 8.4)
Total operating profit inciuding joint ventures 2 580.0 (50.5) 529.5 564.9 (22.0) 542.2
Profit on disposal of fixed assets - 3.2 3.2 - 12.9 12.8
Loss on disposal of businesses 4 - (41.6) {41.8) - - -
Profit on ordinary activities
before interest 1 580.0 (88.9) 43811 564.9 Q.1 355.8
Net interest 5 1.1 - 1.1 59 - 5.9
Profit on ordinary activities
before taxation 581.1 (88.9) 4922 570.8 8.1) 561.7
Tax on profit on ordinary activities 6 (171.9) 13.1 (158.8) (168.8) 5.3 (162.5)
Profit on ordinary activities
after taxation 409.2 {75.8) 3334 402.0 (2.8) 389.2
Equity minority interests (0.2) - (0.2) 0.2) - 0.2
Profit for the financial year
attributable to sharehoiders 7 409.0 (75.8) 333.2 401.8 2.8) 389.0
Dividends paid and proposed 8 (231.6) (221.7)
Profit retained 101.6 177.3
Basic earnings per share 9 46.5p 8.7p 379p 45.4p Q.4)p 450p
Diluted earnings per share ] 46.4p (8.6)p 37.8p 45.1p {0.3)p 44.8p
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39/0ther primary statements of the group

Statement of total recognised gains and losses 2001 2000
For the year ended 31st March 2001 £m tn
Prefit for the financial year attributable to shareholders 333.2 388.0
Deficit on revaluation of properties (1.8) 3.3)
Impairment losses on revalued assets 0.1 a.m
Currency transtation differences on foreign currency netinvestments 6.1 6.6)
Total recognised gains and losses for the year 3374 388.0
Currency translation differences include tax of £7.6m (2000 £(0.4)m).

Currency translation differences are net of gains or losses on currency hedges of £(3.1)m (2000 ENil) and associated tax credit of
£1.2m (2000 ENil.

Note on historical cost profits and losses 2001 3000
For the year ended 31st March 2001 £m Em
Reported profit on ordinary activities before taxation 492.2 5861.7
Realisation of property revatuation surpluses 6.3 4,
Difference between historical cost depreciation charge and actual charge for the year

calculated on revalued amounts 2.9 0.5
Histarical cost profit on ordinary activities before taxation 501.4 567.1
Historical cost profit retained 110.8 182.7
Reconciliation of movements in shareholders’ funds 2001 2000
For the year ended 31st March 2001 Em £m
Totai recognised gains and losses for the year 337.4 388.0
Dividends (231.6) (221.7)
New share capital issued (net of expenses) 0.9 0.5
Repurchase of shares - {95.4)
Goodwill released on disposal of businesses 17.9 -
Net increase in shareholders’ funds 124.6 71.4
Opening shareholders’ funds 1,851.6 1,780.2
Closing shareholders’ funds 1,876.2 1.851.6
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Group Group Parent Parent
2001 2000 2001 2000
31st March 2001 Notes Em £m £m £€m
Fixed assets
Intangible assets 10 3046 62.3 1.2 2.2
Tangible assets 11 1,812.8 1,798.0 575.7 509.9
Investment in joint ventures - share of gross assets 27.3 8.2
- share of gross liabilities 6.7) (1.2)
12 20.6 8.0 48.4 14.8
Cther investments 12 120.1 133.2 2,017.8 1,768.5
2,258.1 2,002.5 2,643.1 2,385.4
Current assets
Stacks 13 646.7 688.5 195.8 188.2
Debtors falling due within one year 14 463.7 404.5 1,1494 2288
Debtors falling due after more than one year 14 34.1 4.0 377.4 408.4
Current asset investments and deposits 15 74.0 379.2 47.0 357.8
Cashat bank and in hand 74.0 43.0 79.7 48.1
1,292.5 1,520.2 1,849.3 1,243.4
Creditors: Amounts falling due within one year 16 (1,082.0) (1,153.2) (993.4) (1.360.7)
Net current assets/(liabilities) 210.5 367.0 855.9 (117.3)
Total assets less current liabilities 2,468.6 2.369.5 3,488.0 2,278.1
Creditars: Amounts falling due after more than one year 17 (451.9) (488.2)  (1,264.0) (767.9)
Provisions for liabilities and charges 20 (39.8) (26.8) (9.6) -
Net assets 1,976.9 1.853.5 2,225.4 1,510.6
Capital and reserves
Called up share capital 21,22 224.9 2248 224.9 224.8
Share premium account 21 253.3 282.5 253.3 252.5
Revaluation reserve 21 255.8 266.9 - -
Capita! redemption reserve 21 40.8 40.8 40.8 40.8
Profit and loss account 21 1,201.4 1.066.6 1,706.4 992.5
Equity shareholders’ funds 1,876.2 1,851.6 2,225.4 1.510.6
Equity minority interests 0.6 0.5 - -
Non-equity minority interests 0.1 1.4 - -
1,976.9 1.853.5 2,2254 1.810.86

The financial statements were approved by the board of directors on 30th May 2007 and are signed on its behalf by:
John McGrath i g ‘t.{//
Chairman \)i\’\lb (,/5/ -
David Thompson
Deputy Chief Executive and Finance Director /f/
I e
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Reconciliation of operating profit to operating cash flows

2001 2000
For the year ended 31st March 2001 Notes Em £in
Group operating profit before exceptional items 603.1 5733
Depreciation, amortisation and impairments of fixed assets 159.9 154.4
Permanent diminution - QUEST 0.8 9.8
Loss on disposal of fixed assets 7.0 9.6
Decrease in stecks, including property development stock 27.8 30.4
Increase in debtors, including pension prepayments (102.4) (8.3)
Increase in creditors 1.7 4.8
Qther non-cash movernents (4.3) (1.0)
Net cash inflow befare expenditure relating ta exceptional items 693.6 773.0
Exceptional operating cash flows 23 (29.2) (19.3)
Cash inflow from operating activities 664.4 753.7
Group cash flow statement 2000 2000
For the year ended 31st March 2001 Notes Em £m
Cash inflow from operating activities 664.4 753.7
Returns on investment and servicing of finance 23 (22.6) (8.8)
Taxation (167.4) (154.4)
Capital expenditure and financial investment 23 (405.0) (221.0)
Acquisitions and disposals 4 (32.7) (2.6)
Equity dividends paid (224.0) (216.3)
Cash (outflow)/inflow before use of liquid resources and financing (187.3) 149.6
Management of liquid resources 23 305.2 (283.6)
Financing 23 (71.4) 172.8
Increase in cash 46.5 38.8
Cash is defined as cash in hand and deposits repayable on demand, less overdrafts repayable on demand.
Reconciliation of net cash flow to movement in net debt 2001 2000
For the year ended 31st March 2001 Notes £m Em
Increase in cash 46.5 38.8
Cash (inflow)/outflow from change in liquid resources 23,24 (305.2) 283.6
Cash outflow/{inflow) from change in borrowings and lease financing 23,24 72.3 (267.7)
Movement in net debt resulting from cash flows (186.4) 54.7
Loan notes issued as settlement for acquisition (1.6) -
Borrowings of business disposed 3.3 -
Finance lease additions {7.3) 4.1)
increase in value of investment in 10.125% bond 2017 19.9 18.2
Currency and other non-cash adjustments (0.5) (11.6)
Movement in net debt during the year (172.6) 57.2
Opening net debt (237.6) (284.8)
Closing net debt 24 (410.2) (237.6)

Net debt comprises cash. liquid resources, finance leases and all other borrowings.



42/Accounting policies

The following accounting palicies have been used in dealing with items wiich are considered material in relation to the group and
parent company financial statements.

Basis of accounting

The financial statements have been prepared in accordance with applicable accounting standards and under aiternative accounting
rules set out in Schedule 4 to the Companies Act 1985, being prepared under the historical cost convention adjusted by the
revaluations of certain properties. However, compliance with SSAP18 "Accounting for investment properties’ requires a departure
from the requirements of the Companies Act 1985 relating ta the depreciation of investment properties as described in note 11 to
the financial statements on page 52.

A separate profit and loss account for the parent company has not been presented as permitted by section 220 of the Companies
Act 1985.

There have been no changes in accounting policies since the previous annual report. The Accounting Standards Board have issued a
number of new reporting standards which are not effective for this financial year and therefore have no impact on these financial
statements.

Caonsolidation
The group financial statements combine the results of the parent undertaking and all its subsidiaries and joint ventures, to the extent

of group ownership and after eliminating intra-group transactions.

Unless otherwise stated, the acquisition method of accounting has been adopted. Under this method, the results of subsidiary
undertakings acquired or disposed of in the year are included in the consolidated profit and loss account from the date of acquisition
or up to the date of disposal.

Joint ventures are those undertakings, not recognised as subsidiaries, in which the group has a participating interest and are jointly
controlled. The group’s share of the results of joint ventres, which are accounted for under the gross equity method, are included

in the profit and lass account and its share of their net assets is included in investments in the group balance sheet.

In the parent company batance sheet, investment in subsidiaries and joint ventures are stated at cost less impairments.

Foreign currencies
The resuits and cash flows of overseas subsidiaries and the results of joint ventures are translated into sterling on an average exchange
rate basis, weighted by the actual results of each month. Assets and liabilities including currency swaps are translated into steriing at

the rates of exchange ruling at the balance sheet date.

Exchange differences arising from the transiation of the results and net assets of overseas subsidiaries, less offsetting exchange
differences on foreign currency borrowings and currency swaps hedging those assets (net of any related tax effects), are dealt with
through reserves.

All other exchange differences are dealt with in the profit and loss account.

The cost of the parent company investment in shares in overseas subsidiaries is stated at the rate of exchange in force at the date
each investment was made, except where hedge accounting applies in which case the year end rate is used.
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Goodwill and intangible assets

Goodwill on acquisitions comprises the excess of the cost of investment in subsidiary undertakings and joint ventures over the fair
value of net assets acquired. Fair values are attributed to the identifiable assets and liabilities that existed at the date of acquisition,
reflecting their condition at that date. Adjustments are also made to bring the accounting policies of acquired businesses into
alignment with those of the group. The costs of integrating and reorganising acquired businesses are charged to the post-acquisition
profit and loss account.

Goodwill arising on acquisitions prior to 1st April 1998 has been set off against reserves. On disposal of such businesses, any goodwill
previously set off against reserves is charged in the calculation of the profit ar loss on disposal. For subsequent acquisitions goodwill is
recognised within fixed assets in the year in which it arises and amortised on a straight line basis over its useful economic life, generally
not exceeding 20 years.

The cost of intangible assets acquired {which are capitalised only if separately identifiable) is amortised except where the end of the
useful economic lives of the acquired intangible asset can be reasonably foreseen. Similar assets created within the business are not
capitglised and expenditure is charged against profits in the year in which itis incurred. The carrying value of intangible assets
(including in particular those being amortised over periods greater than 20 years) is reviewed annually and any impairment in vaiue
charged to the profit and loss account.

Tangible fixed assets and depreciation

Depreciation of tangible fixed assets is pravided to write-off the cost or valuation, less residual value, by equal instalments over their
expected economic useful fives as follows:

Freehold land, investment properties, assets in the course of construction - not depreciated

Freehold and long leasehold buildings, including (fram 1st April 1599) shops with physical lives of more than 50 years -
depreciated 1o their estimated residual values over their economic userful lives of not more than 50 years

Short leasehold properties — remaining period of lease when less than 50 years

Computer equipment including software ~ 3 to 8 years

Mator cars - 4 or 5 years

Qther motor vehicles - 3 to 10 years

Fixtures and plant - 5 to 20 years

Any impairment in the value of fixed assets is recognised immediately.

The company adopted the transitional provisions of FRS15 to retain the boak value of land and buildings many of which were last
revalued in 1993 and has not adopted a palicy of annual revaluations for the future.

Investment properties are revalued annually and included in the balance sheet at their apen market value (adjusted to exciude the
benefit of formal lease arrangements with group companies).

Ta qualify as an investment property, over 50% of rental income from the property must derive from non-group tenants.

Profits and losses arising from the disposal of properties which have previously been revalued are calculated by reference to
their carrying value.

Interest is capitalised on all tangible fixed assets in the course of construction or development. The capitalisation rate applied depends
on whether the construction is financed by a specific borrowing (based on actual interest rate) or whether it is financed by general
borrowings (based on the weighted average rate on all nan-specific borrowings).

Cash and liquid resources
Cash, for the purpose of the cash flow statement, comprises cash in hand and deposits repayable on demand, less overdrafts payable

on demand.

Liquid resources are current asset investiments which are disposable withaut curtailing or disrupting the business and are either readily
convertible inta known amounts of cash at or close to their camying values or traded in an active market. Liquid resources comprise
term deposits of less than one year (other than cash), government securities and investments in money managed funds.

Derivative financial instruments
The group holds derivative financial instruments to manage the interest risk of long term liabilities (inciuding leases). Amounts
payable or receivable in respect of interest rate derivatives are recognised on an accruais basis over the life of the instrument.

Short term debtors and creditors that meet the definitions of a financiat asset or liability respectively have been excluded from the
numerical disclosures as permitted by FR$13 'Derivatives and other Financial Instruments: Disclosures’, as detailed in note 8 to the
financial statements on pages 59 and 60.

Turnover
Turnover comprises sales to external customers (excluding VAT and other sales taxes) and rental income.

Stocks
Stocks are valued at the lower of cost and net realisable value. Cost comprises purchase cost of goods, direct labour and those

overheads refated to manufaciure and distribution based on normal activity levels.
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Research and development
Expenditure on research and development. other than on buildings and plant, is charged against profit in the year in which it
isincurred.

Pension funding

The company and its UK subsidiaries operate pension schemes under which contributions by employees and by the companies are
held in trust funds separated from the companies’ finances. Actuarial valuations of the schemes are conducted at three year intervals
and include a review of contributions.

The cost of providing pensions is spread over the employees’ warking lives with the companies. The cost charged to the profit and loss
account in any year may not always ecual the employer contributions to the nension schemes.

Leases

The rental costs of properties and other assets held under operating leases are charged to the profit and loss account on a straight line
basis. Benefits received as an incentive to sign a lease, whatever form they may take, are credited to the profit and loss account on a
straight fine basis over the lease term o, if shorter than the full lease term, over the period to the review date on which the rent is first

expected to be adjusted to the prevailing market rate.

The cost of assets held under finance leases is included under tangible fixed assets and depreciation is provided in accordance with the
palicy for the class of asset concerned. The corresponding obligations under these leases are shown as creditors. The finance charge
element of rentals is charged to the profit and loss account to praduce, or approximate to, a constant periodic rate of charge on the
remaining balance of the outstanding obligations.

Deferred taxation
A deferred taxation provision is made only where the effects of timing differences between profits as stated in the financial statements

and as computed for tax purposes are likely to reverse in the foreseeable future.

No provision is made for any potentiat liability to corporation tax on capital gains arising on disposals of assets where the liability
is expected to be deferred indefinitely.

No provision is made for taxation liabilities which would arise on the distribution of profits retained by overseas subsidiaries and
associates as there is no present intention to remit the major part of these profits.

Exceptional items

Exceptional items are those which fall within the ordinary activities of the group and which need to be disclosed by virtue of their size
ar incidence. Such items are included within operating profit uniess they represent profits or losses on the sale or termination of an
operation, costs of a fundamental reorganisation or restructuring having a material effect on the nature and focus of the group's
operations, profits or losses on the disposal of fixed assets (other than marginal adjustments to depreciation previously charged), or
provisions in respect of such items. In these cases. disclosure is made on the face of the profit and loss account after operating profit.
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1 Segmental information

(i) Turnover by business segment Inter- Inter-
Total segmental External Total segmentat External

2001 2001 2001 2000 2000 2000

Notes Em Em £m Em £Em Em

Continuing operations

Boats The Chemists 3,991.5 - 3,991.5 3,878.8 - 3,978.8
Boots Retail international
- group 37.4 - 37.4 30.2 - 30.2
-share of joint venture 4.7 - 4.7 2.3 - 2.3
Boots Opticians 196.1 - 196.1 195.7 - 195.7
Halfords 508.5 0.4 508.1 492.6 0.6 492.0
Boats Properties a 89.7 80.4 9.3 139.5 81.1 58.4
Boots Healthcare International 362.0 20.5 341.5 3271 20.0 3071
Boots Contract Manufacturing 326.9 199.7 127.2 3211 198.7 122.4
Group Strategic Initiatives
- Internet Ventures
- Digital Wellbeing - share of joint venture 0.1 - 0.1 - - -
- handbag.com - share of joint venture 0.5 - 0.5 0.1 - 0.1
- other, including bootsphoto.com 1.3 - 1.3 Q.5 - 0.5
- Wellbeing Services 8.5 - 8.5 1.8 - 1.8
5,527.2 301.0 5,226.2 5.489.8 300.4 5,188.4

a Boots Properties' turnover includes development income of £0.6m (2000 £45.9m).

(i) Turnover by geographical segment Origin Origin ~ Destination  Destination
2001 2000 2001 2000
Em £m Em £m

Continuing operations

UK 4,851.2 4,863.2 4,783.7 4,788.2
Rest of Europe 301.8 283.5 317.9 3043
Rest of World 106.9 78.2 124.6 96.9
Inter-segmental (33.7) (36.5) - -

5,226.2 5189.4 5,226.2 5.189.4
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1 Segmental information continued

(iii) Profit before interest by business segment

Before  Exceptional Before Exceptional
exceptional items exceptional items
iterns {note 3} Total items (note 3) Total
2001 2001 2001 2000 2000 2000
Notes Em Em £m £m £m £m
Continuing operations
Boots The Chemists 526.1 (13.7) 512.4 4816 (22.0) 469.6
Boots Retail International
- group (33.4) (23.1) (56.5) (27.5) - (27.8)
- share of joint venture (10.5) - (10.5) (5.5) - (5.5)
Boots Opticians 4.0 - 4.0 1.2 - 1.2
Halfords 37.0 - 37.0 45.2 - 45.2
Boots Properties a 56.0 0.2 56.2 62.3 12.6 74.9
Boots Healthcare International 49.2 (15.1) 341 240 - 24.0
Boots Contract Manufacturing 35.2 (34.0) 1.2 25.2 - 252
Group Strategic Initiatives b
- Internet Ventures
- Digital Wellbeing - share of joint venture (8.9 - (8.9) - - -
- handbag.com - share of joint venture (3.7) - (3.7) 2.9 - 2.9)
- other, including bootsphoto.com (9.5) - (9.5) (4.0) - (4.0)
- Wellbeing Services (20.7) - (20.7) (13.2) - (13.2)
Group costs (40.8) (3.2) (44.0) (41.4) 0.3 41.1)
Profit before interest 580.0 (88.9) 481.1 564.9 6.1 555.8

a Boots Properties’ results include development profit of £0.6m (2000 £2.5m).

b Group Strategic initiatives represent the development of new business streams that are not contained within any current businesses.
¢ The transfer of lapsed shares in the QUEST to the Boots all employee share ownership plan (AESOP) resulted in a write down of the
transferred shares by £0.8m and this has been charged to group costs. The shares held in the AESOP are being written down over the
3 years that they are being held in trust on behalf of the employees, and £0.3m, representing one month's cost, has been charged
against the businesses (2000 £Nil). For further details see note 12 on page 55.

(iv) Profit before interest by geographic origin

Before  Exceptional Before Exceptional
exceptional items exceptional items
items (note 3) Total iterns (note 3) Totai~
2001 2001 2001 2000 2000 2000
Em Em Em £m Em £m
Continuing operations
UK 605.4 (56.5) 548.9 600.3 (9.4) 580.9
Rest of Europe 18.9 (26.9) (8.0) 5.4 - 5.4
Rest of World (3.5) (2.3) (5.8) G5 - 0.6
Group costs (40.8) (3.2) (44.0) (41.4) 0.3 (41.1)
Profit before interest 580.0 (88.9) 491.1 564.9 Q.1 555.8

* Comparatives have been restated to reflect minor changes in presentation.
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*

1 Segmental information continued

(v) Net assets by business segment 2001 2000"
£m £m
Continuing operations
Boots The Chemists 877.8 905.8
Boots Retail International 26.9 41.4
Baoots Opticians 57.0 510
Halfords 159.6 127.0
Boots Properties 811.0 838.7
8oots Healtheare (nternational 3345 82.8
Boots Contract Manufacturing 143.6 172.5
Group Strategic Initiatives 40.4 33
Net operating assets 2,450.8  2.229.5
Unallocated net liabilities (473.9) (376.0
1,976.9 1,853.5

Net operating assets include intangible and tangible fixed assets, fixed asset investments, stecks, third party debtors and creditors and
inter-segmental trading balances. Unallocated net liabilities include all current taxation balances, dividend creditors, net debt and

provisions for liabilities and charges.

(vi) Net operating assets by geographical segment 2001 2000"
£m &m
Continuing operations
UK 2,105.5 2,118.8
Rest of Europe 179.3 755
Rest of Worid 166.0 351
2,450.8 2,228.5
Comparatives have been restated to reflect minor changes in presentation.
2 Total operating profit from continuing operations 2001 2000
£m Em
Group turnover 5,220.9 5,187.0
Cost of sales (2,782.0) {2.792.3)
Graoss profit 2,428.9 2,384.7
Selling, distribution and store costs (1,479.2) (1,462.9)
Research and development costs (25.5) (26.5)
Administrative expenses (371.6) (354.0)
Share of operating loss of joint ventures 23.1) 8.4)
Total operating profit including share of joint ventures 529.5 5429
Exceptional charges inciuded in operating profit:
Cost of sales (10.5) -
Seliing, distribution and store costs (6.9) -
Administrative expenses (33.1) {22.0)
(50.5) (22.0)
Gross profit before exceptional items 2,439.4 2.394.7
Total operating profit before exceptional items 580.0 564.9
There have been no significant acquisitions during 2007,
Total operating profit is after charging: 2001 2000
Em £m
Operating I2ase rentals
- Property rents 200.7 188.9
- Computer and plant hire 3.6 4.0
Depreciation, amortisation and impairments of fixed assets 162.0 1544
Permanent diminution — QUEST 0.8 8.8
0.9 0.6

Auditors’ remuneration. incluging £0.2m (2000 £0.2m) for the parent company

The group cuditers and treir associates also received £2.7m {2000 £6.4m) in respect of non-audit services in the UK, which were

creacminantiy for a review OF cost reduction opportunities, and £0.2m (2000 £C.4m} from overseas subsidianes.
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3 Exceptional items 2001 2000
£m £
Exceptional operating items:
Boots The Chemists (11.2) (22.0)
Boots Retail International (2.8) -
Boots Properties (5.6) -
Boots Healthcare International {15.0) -
Boots Contract Manufacturing (13.0) -
Group costs (2.9} -
(50.5) {22.0)
Profit on disposal of fixed assets 3.2 12.9
Loss on disposal of businesses (see note 4) (41.6) -
(88.9) €.1
Attributable tax credit (see note 6} 13.1 6.3
(75.8) (2.8)
Exceptional operating items reflect the costs incurred so far in the business transformation process following a review of strategic
direction. The costs fall across several business segments totalling £45.3m, and include £25.1m of redundancy costs from cost
reduction programmes and £9.7m of asset write offs. in addition Boots Healthcare International incurred costs of £5.2m integrating
Clearasil into its existing operations.
4 Acquisition and disposai of businesses
(i) Acquisitions 2001 2000
£m £m
Tangible fixed assets 0.1 -
Stocks - 0.1
Debtors 8.1 0.4
Cash balances - 0.1
Other creditors and provisions (0.2 0.59)
Fair value of net assets acquired - 0.1
Goodwiil 4.7 3.3
Consideration including acquisition costs 4.7 3.4
Deferred consideration included above 0.2 -
Lcan notes consideration included above 1.6 -

All businesses purchased have been accounted for using the acquisition method of accounting. None of these were individually
significant and are therefore not shown separately.

During the year the company acquired one of the UK's leading dental laborataries, Portland Ceramics Limited, for a consideration
{through the issue of unsecured loan notes) of £1,6m and Boots The Chemists acquired a number of pharmacy businesses. There
were no significant fair value adjustments in respect of any of these acquisitions.

Goodwill refating to acquisitions in the year is being amartised aver 20 years.
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4 Acquisition and disposal of businesses continued

(i} Disposals 2001 2000

£Em £m
Tangible fixed assets (15.7) -
Stocks (11.9) -
Debtors (12.3) -
Overdrarts 0.3 -
Other creditors and provisions 19.7 -
Net assets disposed of (19.9) -
Related goodwill (17.9) -
Disposal and other termination costs (5.4) -
Consideration 1.6 -
Loss on disposal (41.6) -
Deferred consideration included abave 1.8 -

The principal disposals in the year were:

On 15th August 2000, an agreement was signed to transfer on 6th November 2000 the property leases, stocks, assets and employees
of Boots Stares Nederland 8.V. Dutch retail aperatian to Etas, part of Roval Ahold, the Netherlands’ largest retail group. Beots paid
Etos £1.0m {DF13.5m) in respect of ceriain obligations. The less on disposal was £20.2m.

On 2nd February 2001, Marco Viti, part of the [talian over the counter {(OTC) business, was sold 1o ltalian pharmaceuticals company,
Zeta, for a consideration of £2.1m. The deal included the transfer of 27 employees along with the net assets of the business. The 10ss
on disposal was £0.1m.

On 26th Aprit 2001, the company completed the sale of Roval, a private iabel manufacturing business in france and Spain, to the
existing Roval management team for a consideration of £0.5m (FF5m) . The sale was substantially completed by 31st March 2007 and
this date has been used for accounting purposes. The (0ss on disposal was £21.0m.

(iii) Net cash (outflow)/inflow for acquisitions and disposals 2001 2000
Em £m
Acquisition of businesses (2.9) (3.4}
Cash balances acquired with businesses - 0.1
Instalment received on loan made to W H Smith 10.0 10.0
Disposal of businesses 0.2) -
Overdrafts sold with businesses 0.3 -
Deferred consideration in respect of prior year acquisitions and disposals - 2.3)
Costs of disposals paid (5.2)
Investment in joint ventures (33.6) 8.3)
Investment by minority interests in subsidiary undertaking - 1.3
Disposal of investment by mincrity interest in subsidiary undertaking (1.1) -

(32.7) (2.6)
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5 Net interest 2001 2000
Em £
Interest payable and similar charges:
Bank loans and averdrafts 11.m (12.9)
Other loans (42.6) (40.4)
Finance lease charges (1.1) (1.3)
Interest capitalised 0.7 1.0
Income from interest rate swaps 15.1 23.8
(39.0) (29.7)
Interest receivable and similar income 20.2 17.4
Increase in value of investment in 10.125% bond 2017 19.9 18.2
Net interest 1.1 5.9
6 Tax on profit on ordinary activities 2001 2000
£m £m
UK corperation tax at 30.0% (2000 30.0%):
Current tax for the period 147.0 162.9
Deferred taxation for the pericd 9.2 (3.4)
Relief for averseas taxation (1.4) (3.7)
Total UK taxation 154.8 155.8
Overseas taxation:
Current tax for the period 7.7 7.1
Querseas deferred taxation (1.4) 0.4
161.7 163.3
Share of tax credit of joint ventures (2.3) 0.8)
Total 158.8 162.5
Tax credit included above atiributable to exceptional operating items (12.4) (6.3)
Tax credit included above attributable to exceptional non-operating items 0.7) -

The tax charge for the year has been reduced by some £11m as a resuit of satisfactory resolution of matters challenged by the Infand

Revenue in prior years.

7 Profit for the financial year attributable to shareholders

Of the profit atributable o shareholders. £944.1m (2000 £59.0m) is dealt with in the financial statements of the parent company,

8 Dividends paid and proposed 2001 2000 2001 2000
p per share p per share Em £m

Interim 7.8 7.5 68.6 66.5
Final proposed 18.5 17.7 163.0 155.2
26.3 25.2 231.6 221.7
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8 Earnings per share 2001 2000
Basic earnings per share before exceptional items 46.6p 45.4p
Effect of exceptional items 8.7)p 0.4)p
Basic earnings per share 37.9p 45.0p
Diluted earnings per share before exceptional items 46.4p 45.1p
Effect of exceptional items 8.6)p 0.3p
Diluted earnings per share 37.8p 44.8p
The calculation of basic and diluted earnings per share is based on:

. 2001 2000
Earnings Em £m
Earnings for adjusted basic and diluted earnings per share calculation 409.0 401.8
Exceptional items (75.8) (2.8)
Earnings for basic and diluted earnings per share calculation 333.2 3980

2001 2000

Number of shares million millicn
Weighted average number of shares used in basic earnings per share calculation 878.2 885.7
Ditutive effect of options 2.7 5.0
880.9 880.7

Weighted average number of shares used in diluted earnings per share calculation

The weighted average number of shares used in basic earnings per share calculation excludes shares held by The Boots ESOP Trust and

the QUEST.

The dilutive effect refates to options under an employee savings related scheme and an executive option scheme.

Basic and diluted earnings per share before exceptional items are disclosed to reffect the underlying performance of the group.

10 Intangible fixed assets Group Parent
Paterus. Patents,
trademarks rademarks
Group and other and other
Purchased product Graup product
goodwiil  rights acquired Total rights acquired
Em Em Em £m
Cost
At 1st April 2000 26.1 58.7 85.8 9.1
Currency adjustments - 2.3 2.3 -
Additions - 239.8 239.8 Q.1
Acaquisition of businesses (see note 4) 4.7 - 4.7 -
Disposals - (C.4) (0.4) (0.4)
At 371st March 2001 30.8 301.4 332.2 8.8
Amortisation
At 1st Aprit 2000 2.1 21.4 23.5 5.8
Currency adjustments - (0.3) 0.3) -
Amortisation for year 1.4 3.0 4.4 Q.7
At 315t March 2001 3.5 24.1 27.6 76
Net book value at 1st April 2000 24.0 383 62.3 2.2
Net book value at 31st March 2001 27.3 277.3 304.6 1.2

During the year, Boots Hezlthcare USA Inc. and Hermai Kurt Herrman oHG acquired the Clearasil brand from Proctor & Gamble for

US3340m (£237.4m). Acquisition costs of £2.4m were incurred.

Brands acquired by the company or by its subsidiaries, namely Clearasil, Dobendan and its derivatives. and Migri nin are well known
and well positioned in their markets and Boots Healthcare International (BHI} pians to improve this position. BHi concluded that these
brands have an indefinite usefut economic life and they are nat being amaortised. As a consequence an annual impairment review is
being undertaken. The valuation of these trands is significantly in excess of the carrying vaiue.
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11 Tangible fixed assets Payments on
Fixtures, account and
fictings. assetsin
Land and Plantand tools and course of
huildings machinery equipment construction Total
Group £m £m £m Em £m

Cost or valuation

At st April 2000 922.0 3559 1.368.3 276 2.673.8
Currency agjustments (C.5) (0.2) 0.2) - 0.9
Additions 16.0 41.0 154.2 304 2416
Disposals (31.2) (33.7) (75.7) - (140.6)
Purchase of business - 0.1 - - 0.1

Disposal of businesses (1.9) (7.4) (13.3) - (22.6)
Reclassifications ‘ 1.4 5.8 9.1 (16.3) -
Revaluation deficit on investment properties (1.8} - - - (1.8)
At 31st March 2001 904.0 361.5 1,442.4 41.7 2,749.6
Gross book value of depreciable assets 446.7 361.5 1,442 4 29.2 2,279.8

Depreciation

At st April 2000 54.9 1565 663.4 - 874.8

Currency adjustments 0.1) 0.1) - - .2
Depreciation for year 10.7 38.9 103.5 - 153.1

Disposals (3.2) (18.2) 62.7) - (84.1)
Disposal of businesses (1.1 31 (2.7) - 6.9)
Impairment losses 01 ~ - - 01

At 31st March 2001 61.3 174.0 701.5 - 936.8
Net book value at Tst April 2000 867.1 199.4 704.9 27.6 1,798.0
Net book value at 31st March 2001 842.7 187.5 740.9 41.7 1,812.8

The cost of plant and machinery includes £24.7m (2000 £27.7m) in respect of assets held under finance leases on which the
accumulated depreciation at the end of the year was £7.8m (2000 £8.2m) and for which the depreciation charge for the year was
£4.9m (2000 £5.8m).

Land and buildings and assets in course of construction include capitalised interest of £6.4m (2000 £5.7m).

Land and buiidings include investment properties as follows:

Valuation Em
At 1st Aprit 2000 93.1

Additions 0.8
Disposals (4.7)
Revaluation deficit (1.8)
At 31st March 2001 88.0

Investment properties were valued on the basis of open market value (adjusted to exclude the benefit of formal lease arrangements
with group companies, as determined in accordance with the Guidance Notes on the valuation of assets issued by the Royal
institution of Chartered Surveyors) at 31st March 2001 by the group’s own professionally qualified staff.

Surpiuses and deficits arising and the aggregate surplus or deficit is transferred to the revaluation reserve except that any permanent
diminution in value of an investment property is taken to the profit and loss account for the year.

In accordance with SSAP1S, no depreciation is provided in respect of investment properties. This treatment represents a departure
from the Companies Act 1885 requifements concerning depreciation of fixed assets. However, these properties are held for
investment, rather than consumption, and the directors consider that systematic annual depreciation would be inappropriate.
The accounting policy adopted is therefere necessary for the accounts to give a true and fair view. Depreciation is only one of
many factors reflected in the annual valuation and the amount which mignt otherwise have been shown cannot be separately
identified or quantified.
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11 Tangible fixed assets continued

Payments on

Fixtures, account and
fittings. assetsin
Land and Plant anct Loats and course of
buildings machinery eguipment  construction Total
Parent £m Em £m £m £m
Cost or valuaticn
At Tst Aprit 2000 402.0 240.7 182.4 48 829.9
Additions 1.1 8.7 11.6 36 25.0
Disposals (7.5) (26.4) (14.7) - (48.6)
Reclassifications and transfers 09 15.0 0.2 (4.0) 10.3
At 31st March 2001 394.7 238.0 179.5 4.4 816.6
Grass book value of depreciable assets 167.5 238.0 1795 4.4 589.4
Depreciation
At 1st Aprit 2000 24.5 110.5 85.0 - 220.0
Depreciation for year 2.3 20.3 17.1 - 39.7
Disposals (0.9) (13.2) 8.7) - (22.8)
Transfers (1.5) 5.4 0.1 - 4.0
At 31st March 2001 24.4 123.0 33.5 - 240.9
Net book value at 1st April 2000 3775 130.2 97.4 4.8 609.8
Net book value at 31st March 2001 3703 115.0 86.0 4.4 575.7
The cost of plant and machinery includes £12.4m (2000 £15.3m) in respect of assets held under finance ieases on which the
accumulated depreciation at the end of the year was £4.4m (2000 £5.2m) and for which the depreciation charge for the year was
£2.8m (2000 £3.4m).
Group Group Parent Parent
2001 2000 2001 2000
£m £m £m Em
Net book value of land and buildings comprises:
Freehold 652.1 667.1 343.2 343.7
Lang leasehold (more than 50 years unexpired) 147.4 159.5 271 338
Short leasehotd 43.2 40.5 - -
842.7 867.1 370.3 3775
Analysis of cost or valuation:
Cost 2,092.5 1,995.8 809.0 822.3
Valuation of properties — Directors 1993 560.5 576.3 - -
~ Independent 1289 and prior 8.6 8.6 7.6 7.6
Investment properties - Directors 2001 88.0 a3 - -
2,749.6 2,673.8 816.6 8299
Value of tangible fixed assets under the historical cost convention:
Cost 2,487.2 2,403.7 813.5 833.0
Depreciation 932.2 873.8 239.1 2219
Net boak value 1,555.0 1,528.9 574.4 6111

The valuations of properties (other than investment praperties) were based upon existing use.



e Boots Sompany

FLC Annual Report ang Acounts 20017

S4/Notes relating to the financial statements

12 Fixed asset investments

Jaine Loans to
venure Jomnt QOwn
equity venture shares Total
Group £m £m £m tm
Cost
AL Tst April 2000 58 2.2 199.5 207.5
Currency adjustments 0.2) - - 0.2)
Additions 11.0 226 - 336
Disposals - - (26.1) (26.1)
Share of retained losses (20.8) - - (20.8)
At 31st March 2001 (4.2) 24.8 173.4 184.0
Provision/amortisation
At Tst April 2000 - - 86.3 68.3
Disposals - - (18.2) (18.2)
Permanent diminution - QUEST - - 0.8 0.8
Amortisation of own shares ~ ESOP - - 4.1 4.1
- AESOP - - 0.3 Q0.3
At 31st March 2001 - - 53.3 53.3
Net book value at 1st April 2000 58 2.2 133.2 141.2
Net book value at 31st March 2001 (4.2) 24.8 120.1 140.7
Shares in Loans to Joint Loans ta
subsidiary subsidiary venuure joint Qwn
undertakings  undertakings equity venture shares Total
Parent £m £m Em Em £m £m
Cost
At Tst April 2000 1,572.0 91.9 12.6 2.2 1998.5 1,878.2
Currency adjustments 3.2 (2.1) - - 1.1
Additions 185.6 105.7 1.0 22.6 - 3249
Disposals and repayments (2.0 (4.3) - - (26.1) (32.4)
At 31st March 2001 1,758.8 191.2 23.6 24.8 173.4 2,171.8
Provision/amortisation
At st April 2000 26.5 2.1 - - 66.3 94.9
Disposals (1.8) - - (18.2) (20.1)
Movement - 256 - - - 25.6
Permanent diminution - QUEST - - - - 0.8 0.8
Amortisation of own shares - ESOP - - - - 4.1 4.1
- AESOP - - - - 0.3 0.3
At 31st March 2001 24.6 27.7 - - 53.3 105.6
Net book value at 1st April 2000 1,545.5 39.8 12,6 2.2 133.2 1,783.3
Net book value at 31st March 2001 1,734.2 163.5 23.6 248 120.1 2,066.2

The principal subsidiary undertakings and joint ventures are listed on page 67.
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12 Fixed asset investments continued

Own shares

Boots ESOP Trust Ltd, on behalf of The Boots Employee Trust, holds shares in the company which may subsequently be transferred

to executive directors and senior employees under Boots Long Term Bonus Schemes (see page 30). At 31st March 2001, the trust held
2.0m (2000 2.4m) shares in the company with a market value of £12.0m (2000 £12.9m) and a nominal value of £0.5m (2000
£0.6m). The maximum number of shares held during the year was as at the beginning of the year and represented 0.3% of issued
share capital at that time. Dividends have been waived by the trust. The shares were purchased to service Boots Long Term Bonus
Schemes and Boots Restricted Share Co-investment Scheme awards for all the performance cycles that have begun. Estimates have
been made for the number of shares required for performance cycles which have not yet ended. Their cost, £18.3m as at 31st March
2007, is being charged to the profit and loss account over the relevant performance and service periods. Costs of administering the
wust are charged (o the profit and foss account.

tn February 1999 a qualifying employee share cwnership trust (QUEST) was establisned by the company. The purpose of the QUEST is
to acquire shares in the company as a means threugh which shares will be delivered to employees (including executive directors) who
exercise options granted in respect of the company's shares under the Boots 1390 SAYE Share Option Scheme. Under this scheme,
options have been granted enabling employees ta subscribe for ordinary shares at 80% of the average middle market price on the
three days preceding the date of offer. The options may normaily be exercised up to six months after they mature either thres, five or
seven years after grant. A provision for permanent diminution in the value of shares purchased, being the difference between the
market value of the shares bought by the QUEST and the option price payable by employees, is made at the date of purchase. The
impact of such impairment provisions on the results of the group and individual businesses is shown in note 1(jii).

No further shares have been acquired by the QUEST during the year (2000 5.7m shares). At 31st March 2001 16.5m (2000 20.1m)
ardinary shares with a market vaiue of £103.6m (2000 £108.0m) and a nominal value of £4.1m (2000 £5.0m) were held by the
QUEST of which 4.5m related to lapsed coptions. The maximum number of shares held during the year was as at the beginning of the
year and these represented 2.2% of the issued share capital at that time. The company provides funds to the trust to purchase the
shares. Dividends have been waived by the trust.

Qutstanding options for which shares have been acquired are as follows:

Number Number
of shares of shares
(millions) {millions) Option
Opticn granted 2001 2000 price (p)
1992 - 0.1 386
1993 - 0.3 350
1983 0.1 0.3 418
1934 Q0.3 0.3 421
1994 0.2 06 415
1995 0.5 1.6 410
1996 1.9 2.1 485
1987 2.5 3.8 588
1958 2.0 2.7 808
1989 4.5 5.9 624

During the year an all employee share ownership plan (AESOP) was established by the company. The purpose of the AESOP is to
acquire shares for employees and hold them in trust for not less than 3 years, Under this scheme, which is open to all employees, 1.7
million shares were acquired at a market price of 589p out of shares held in the QUEST in respect of which opticns had lapsed. The
average price of these lapsed shares transferred out of the QUEST was 637p. The difference in vaiue of the shares, £0.8m, was written
off in the year. The cost of the shares in the AESOP is being written off through the businesses over 3 years. The charge far the current
year, being one month's write down, totalled £0.3m. Dividends are payable on shares held in the Trust. At 31st March 2001 all the
shares acquired were still heid and had a market value at that date of £10.5m and a nominal value of £0.4m. This was the maximum
number of shares held during the year and represents 0.2% of the share capital issued at that time.

For accounting purposes, the ESOP Trust. QUEST and the AESOP are considered to be under the control of the company. Accordingly
their results, assets and liabilities are included in both the company and group financial statements of The Boots Company PLC.

The group has taken advantage of exemptions under UITF 17 'Employee Share Schemes’ relating to Inland Revenue approved SAYE
schemes, namely QUEST.
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13 Stocks Group Group Parent Parent
2001 2000 2001 2000
Em tm Em £m
Manufacturing:
Raw materials 22,0 248 12.0 13.5
Work in progress 7.9 10.5 5.5 8.0
Finished goods 49.9 558 33.1 30.5
79.8 81.0 50.6 52.0
Retailing 553.0 584.2 145.2 146.2
Property development 13.9 14.3 - -
646.7 689.5 195.8 198.2
14 Debtors Group Group Parent Parent
2001 2000 2001 2000
Em Em £m Em
Falling due within one year:
Trade debtors 280.1 282.3 52.4 61.6
Owed by subsidiary undertakings - - 983.6 91.4
Owed by joint ventures 1.7 1.8 1.5 1.6
Other debtors 87.6 33.¢ 74.0 45.1
Prepayments and accrued income 82.4 83.8 29.7 28.5
Corparation tax 11.9 2.6 8.2 0.6
463.7 404.5 1,148.4 2298
Failing due after more than one year:
Owed by subsidiary undertakings - - 350.6 380.3
Other debtors 341 4.0 26.8 14.4
Deferred tax (see note 20) - - - 4.7
341 4.0 377.4 409.4
497.8 408.5 1,526.8 639.2

Other debtors include pension prepayments - see note 26.
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15 Current asset investments and deposits

Group

Group

Parent

Pyrent

2001 2000 2001 2000

Em Em im Em

Listed investments 0.1 0.1 - -
Short term deposits 73.9 379 47.0 3578
74.0 379.2 47.0 357.8

Market value of investments listed on the London Stack Exchange 0.2 0.2 - -
16 Creditors: Amounts falling due within one year Group Group Parent Parent
2001 2000 2001 2000

£m Em Em £m

Borrowings (see note 18) 145.7 210.8 335.1 617.7
Trade creditors 351.7 3553 266.5 273.3
Bills of exchange 2.3 3.7 - -
Due to subsidiary undertakings - ~ §54.5 1386
Carporation tax 108.8 1247 - 14.9
Taxation and social security {including VAT and other sales taxes) 35.0 397 15.0 14.5
Other crediters 148.3 139.4 92.2 78.9
Accruals and deferred income 127.2 124.4 67.1 67.6
Dividends (see note 8) 163.0 155.2 163.0 155.2
1,082.0 1,153.2 393.4 1,360.7

17 Creditars: Amounts failing due after more than one year Group Group Parent Parent
2001 2000 2001 2000

Em £m £€m £m

Borrowings (see note 18) 412.5 4438.0 668.7 676.7
Due to subsidiary undertakings - - 570.6 65.9
Due te joint ventures 3.1 - 0.8 -
Other creditors 7.9 7.2 1.5 3.7
Accruals and deferred income 28.4 33.0 22.4 21.2
451.9 489.2 1,264.0 767.5

The only creditors falling due after more than five years are included in borrowings. details of which are shown in note 18.
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18 Borrowings Group Group Parent Parent
: 2001 2000 2001 2000
Notes Em £m Em £
Bank loans and overdrafts repayable on demand 86.6 1031 319.2 3355
Other bank loans and overdrafts a 93.4 161.3 89.2 157.2
Variable rate notes - Sterting b 13.4 11.8 - -
—Irish punts b 7.0 10.5 - -
10.125% bond 2017 o 27.7 47.6 268.1 263.5
5.5% eurobond 2008 d 300.0 300.0 300.0 300.0
Net tiability under currency swaps e 8.7 8.4 9.7 8.4
Obligations under finance leases 14.4 17.1 7.6 9.8
558.2 659.8 1,003.8 1.294.4
Amounts included above repayable by instaiments 148.3 187.4 106.8 122.0
Repayments fall due as follows:
Within one year:
- Bankloans and overdraits 86.6 149.4 319.2 800.5
- Otbligations under finance leases 5.2 6.9 2.8 4.2
- Other borrewings 53.9 545 13.1 13.0
145.7 210.8 3351 B17.7
After more than one year:
- Within one to two years 38.5 451 297.0 17.5
- Within two to five years 58.2 68.7 56.0 324.0
- After five years 315.8 335.2 315.7 335.2
412.5 448.0 668.7 676.7
558.2 659.8 1,003.8° 12844

a Other bank loans and overdrafts include the factaring of certain rental commitments of £89.2m (2000 £112.2m) over a ten year
pericd up to March 2007, £85m of which was swapped into a floating rate of interest.

b Variable rate notes are repayable, subject ta certain restrictions, at the option of the holders.

¢ A subsidiary, Boots lnvestments Limited, owns all the £250m 10.125% bond 2017 of The Boots Company PLC, together with all
the outstanding interest coupons other than those maturing on or befere 24th June 2002. The parent company has entered into an
agreement with Boots Investments Limited ta redeem the bond on 25th June 2002 for an amount of £275m. The group balance
sheet consolidates the barrowing by the parent company with the present value of the investment held by the subsidiary.

d A £300m eurobond on which fixed rate interest of 5.5% is charged is redgemable in May 2008.

e The group has a number of currency swaps relating to the Clearasil investment and Boots Pharmaceuticals. On the disposal of Boots
Pharmaceuticals in 1995 the group put in place & series of matching swaps which are equivalent to depositing US dollars and
borrowing sterling. The net liability shown above represents the effect of translating these swaps into sterling at the year end
exchange rate.

The group has a number of interest rate swap agreements which convert fixed rate liabilities to floating rate. The fixed rate
commitments effectively converted are; £15m of the 10.125% bond, £300m of the 5.5%6 eurobond, £1,100m of cperating leases
and £85m referred to in note ‘a’ above. Further details are provided in the financial review on page 20.

All borrowings are unsecured.
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19 Financial instruments and derivatives
An explanation of treasury policy and contrals can be found in the financiai review on page 20.

(i) Fair values of financial assets and liabilities

The fair value of currency and interest rate swaps and fixed rate berrowings have been determined with reference to market prices.
All other material financial assets and liabilities are at floating rates of interest and therefare their fair value and book vaiue are equal.

The majority of the interest rate swaps shown below relate to the swapping of implied fixed rate interest payments on operating

leases to floating rate.

Book value Fair value Book value Fair value
2001 2001 2000 2000
Nate Em £m £m £m
Primary financial instruments held or issued to finance
the company's operations:
Cash in hand and bank 74.0 74.0 43.0 43.0
Current asset investments and deposits 74.0 74.0 379.2 379.2
Cther financial assets a 5.0 5.0 2.0 2.0
Bank loans and overdrafts repayable on demand (86.6) (86.6) (103.1) (103.7)
Eurobond (300.0) (296.4) (300.0) (282.7)
Obligations under finance leases (14.4) (14.4) (17.1) (17.1)
Cther borrowings (excluding currency swaps) (147.5) (158.3) (231.2) (230.5)
Qther financial liabiiities a (0.4) (0.4) (1.3) (1.3)
Derivative finaneial instruments held to manage
interest rate and currency profile:
Interest rate swaps relating to operating leases - 100.2 - 41,
Interest rate swaps relating to fixed rate borrowings 14.8 ~ (11.9)
Currency swaps (see note 18) (9.7) (14.2) (8.9) (13.4)
Interest rate caps - - - 0.3
a Other financial assets and liabilities are not included in net debt (see note 24).
(ii) Interest rate risk profile
The tables below reflect the interest rate risk profile after taking into account the effect of interest rate swaps.
(a) Financial liabilities finarcial Fixed rate Weighted
liabitities weighted average
anwhich average period far
Floating Fixed no interest interest which rate
rate rate is payable Total rate is fixed
Currency £€m £m £m £m % Years
Sterling (513.1) 31.3) (0.5) (544.9) 8.5 1.7
Other (9.0) (10.7) {0.5) (20.2) 8.6 1.7
At 31st March 2001 (522.1) (42.0) (1.0) (565.1) 8.5 1.7
Sterling (582.0) {41.8) - (633.8) 8.1 3.8
Other (22.8) (8.8) (0.5) (32.1) 8.6 2.7
At 31st March 2000 614.8) (50.6) (0.5) {665.9) 8.2 3.7

The sterling and other financial liabilities on which no interest is paid have weighted average periods to maturity of 5 and 0.8 years

respectively (2000 repayable on demand).

In addition to the financial instruments included above, the group also helds a number of interest rate swaps that are used to manage
the implicit fixed rate interest on leases. At the year end the notional amount of these swaps was £1.100m (2000 £1,700m), with a

weighted average life to maturity of 7.0 years (2000 7.9 years) and a weighted average fixed rate of 7.4%

(2000 7.4

%). Since the

year end the weighted average period to maturity of the interest swap portfolio has been extended to 8.0 vears. The floating rate

payable on these swaps is based on LIBOR .
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19 Financial instruments and derivatives continued

(i) Interest rate risk profile continued

(b) Financial assets Financial Fixed rate Waighted
assels on weighted Jverage
wihict no average pericd for

Floating fixed interest is interest which rate
e fate receivadble Total ate is fixed

Currency £m £m Em £m % Years

Sterling 70.0 - 1.4 71.4 - -

Other 739 9.1 5.1 88.1 3.0 0.8

At 31st March 2001 143.9 9.1 6.5 159.5 3.0 0.9

Sterling 379.3 - 29 382.2 - -

Other 34.5 6.8 55 46.8 3.0 0.9

At 31st March 2000 413.8 6.8 8.4 429.0 30 0.9

The sterling financial assets on which no interest is paid has a weighted average period to maturity of 1.4 years. Other financial assets
on wiich no interest is paid are repayable on demand.

The other currency financial assets relate mainly to bank deposits held by foreign subsidiary companies.

The majority of the floating rate assets and liabilities receive or pay interest based on rates ruling in the London inter-dank market.

(iii) Foreign currency exposure profile
Operations with a sterling functional currency have Irish punts and US dollar monetary liabilities amounting to £7.0m (2000 £10.5m)

and £23.4m (2000 £13.1m) respectively.

There were no other material foreign currency monetary assets and liabiiities that may give rise to an exchange gain or oss in the
profitand loss account.

(iv) Maturity of financial facilities
At 315t March 2001 the group's undrawn committed facilities, expiring in more than two years, were £600.0m (2000 £600.0m).

(v} The maturity of borrowings
Details are shown in note 18,

(vi) Hedging
Gains arising from the hedging of interest rates of £15.1m {2000 £23.9m) have been recognised in the profit and loss account.
No new interest rate swaps have begun in the year. The fair values of unrecognised gains and losses at the balance sheet date are

disclosed as part of note 18 (i) on page 59.

it is not possible to forecast meaningfully the amount that wilt be recognised in the profit and loss account next year. Further
information about these hedges can be found within the financial review an page 20, note 18 and note 19 (ii).
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20 Provisions for liabilities and charges

Vacant

Ceferred praperty
axation pravisions Total
Group £m £m £m
At Tst April 2000 16.8 100 26.8
Profit and loss account 7.8 7.8 15.6
Utilised - 2.8) (2.6)
At 31st March 2001 24.6 15.2 398

The vacant property provisions represent recognition of the net costs arising from vacant properties and sub-let properties. the exact

timing of utilisation of these provisions will vary according to the individual properties concerned.

Deferred
taxation
Parent £m
At 1st April 2000 {see note 14) 4.7
Profit and loss account 14.3
At 31st March 2001 9.6
Group Group Parent Parent
2001 2000 2001 2000
Em £m £m im

Analysis of deferred taxation provision:
Accelerated capital allowances 0.5) 13.7 - -
Pension prepayments 26.1 (2.5) 10.7 0.9
Other items (1.0) 5.6 1.1) (3.8
24.6 16.8 9.6 (4.7

Unprovided deferred taxation:

Accelerated capital allowances 83.1 77.2 15.9 27.3
Cther items 2.7 1.8 3.0 2.3
85.8 73.0 18.9 29.6

Itis not anticipated that any significant taxation witl become payable on the revaluation surplus, as taxation on gains on properties

used for the purposes of the group’s trade is expected to be deferred indefinitely or eliminated by capital losses.



AL Renar ana Accouns 2601

B2/Notes relating to the financial statements

21 Capital and reserves Called up Share Capital profic
share premuin Revafuation redemption and ltoss
capitat account resene reserve account Total
Group £m £in £m £m £m £m
At Tst April 2000 2248 252.5 266.9 40.8 1,066.6 1,851.6
Profit retained - - - - 101.56 101.6
Moverment in goodwill (see below) - - - - 17.9 17.2
Revaluation deficit on investment properties - - (1.8) - - (1.8)
Revaluation surptus realised on disposals - - 6.3) -~ 6.3 -
Impairment losses on revalued assets - - 0.1) - - 0.1)
Depreciation element of revaluation reserves - - (2.9) - 2.9 -
Issue of shares 0.1 0.8 - - - (OR°]
Currency adjustments - - - - 6.1 6.1
At 31st March 2001 224.9 253.3 255.8 40.8 1,201.4 1,976.2
The revaluation reserve includes £(2.1)m (2000 £0.5m) relating to investment properties.
Goodwill set off against reserves in respect of businesses still within the group is as follows:
£m
At 1st Aprif 2000 783.9
Goodwill released on disposal of businesses (17.9)
At 31st March 2001 766.0
Caited up Share Capital Profit
share premium redemption and lass
capital account reserve account Total
Parent £m £m £m £m £m
At Tst April 2000 224.8 252.5 40.8 982.5 1,510.6
Profit retained - - - 712.5 712.5
Issue of shares 0.1 0.8 - - 0.9
Currency adjustments - - - 1.4 1.4

At 31st March 2001 224.9 253.3 40.8 1,706.4 2,225.4
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22 Share capital Number of Nuinoer of

shares shares
2001 2000 2001 2000
million miiicn £m £m

Ordinary shares of 25p each:
Authorised 1,200.0 1.200.0 300.0 300.0
Allotted, called up and fully paid 899.5 899.3 224.9 224.8
Nominal

i Mumber value Consideration
Shares allotted during the year million Em £m
0.2 0.1 0.9

Option schemes

Share options

Under a savings-related scheme, options have been granted enabling employees to subscribe for ordinary shares at approximately
80% of market price. At 31st March 2001, options exercisable from 2001 to 2007 at between 410p and 808p per share were
outstanding in respect of 12.0m shares. In 1299 a qualifying employee share ownership trust was estabiished to acquire shares in the
company as a means by which shares would be delivered to employees exercising the options granted (see note 12).

Under an executive share option scheme, certain senior executives were granted options to subscribe for ordinary shares at a
future date at a price based on the market price prevailing a few days before the date of grant. No options have been granted since

February 1895,

At 31st March 2001, such options were outstanding as follows:

Exercisable from

Numper of shares Option price 31stMay 2001 1o
29,000 437p August 2002
35,000 438p June 2003
119,000 531p June 2004
20,000 518p November 2004
2,500 482p February 2005

At 31st March 2001 there were no outstanding executive share options held by executive directors.
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23 Detailed analysis of gross cash flows 2001 2000
£m Em
Exceptional operating cash flows:
Restructuring and integration costs paid (28.1) (17.3)
Cash flows relating to prior year dispasals/acquisitions (1.1 2.0)
(29.2) (19.3)
Returns on investment and servicing of finance:
Interest paid (57.0) (35.0)
Interest received 34.4 252
(22.6) (9.8)
Capital expenditure and financial investment:
Purchase of fixed assets (461.8) (265.7)
Dispasal of fixed assets 48.8 92.5
Purchase of own shares - (57.9)
Dispasal of own shares 7.9 10.1
(405.0) (221.0)
Management of liquid resources:
Decrease/(increase) in short term deposits 305.2 (283.6)
305.2 (283.6)
Financing:
Capital element of finance lease rental agreements (9.2) 6.9
5.5% eurobond 2009 - 300.0
Decrease in other barrowings (62.1) (25.4)
Cash {outflow)/inflow from change in borrowings and lease financing (72.3) 267.7
Issue of ordinary share capital 0.9 0.5
Repurchase of shares - (95.4)
(71.4) 172.8
24 Analysis of net debt Asat Gther Asat
st April Casn non-cash 31stMarch
2000 flow  Acquisitions Disposals changes Currency 2001
Em £m £m Em Em £m Em
Cash at bank and in hand 43.0 - 300 - - - 1.0 74.0
Bank foans and overdrafts repayable on demand (103.7) 16.5 - - - - (86.6)
Cash {60.1) 48.5 - - - 1.0 (12.8)
Liquid resources 379.2 (305.2) - - - 74.0
Obligations under finance leases (17.1) 9.2 - 0.8 (7.3) - (14.4)
Other porrowings (including currency swaps)  {539.6) 63.1 (1.6) 2.5 17.6 0.8 (457.2)
Total {237.8) (186.4) (1.8 3.3 10.3 1.8 (410.2)

Liquid resources comprise listed investments and short term deposits (see note 15).
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25 Commitments and contingent liabilities

(i) Future capital expenditure approved by the directors and

not provided for in these financial statements is as follows: Graup Group Parent Parent
2001 2000 2001 2000
Em £m Em £€m

Contracts placed 58.3 771 2.1 3.

{ii) Annual commitments under operating leases are as follows:

Group Parent
Land and Group Land and Parent
buitdings Other buildings Other
£m Em £€m £m
Expiring:
Within one year 8.6 1.0 0.2 -
Over one year and less than five years 252 2.3 16 1.0
Qver five years 185.9 - 16 -
At 31st March 2001 199.7 3.3 3.4 1.0
Expiring:
Within one year 8.5 08 1.3 -
Over cne year and less than five years 217 2.6 1.5 1.1
Cver five years 156.5 - 2.1 -
At 31st March 2000 186.7 34 48 1.1

(iii) Contingent iiabiiities

Knotl Pharmaceuticat Co. ('Knoll'} is a defendant in a number of consumer class actions in 30 states of the USA, Canada and Puerto
Rico. Knoli is the successar to Boots Pharmaceuticals Inc., formerly an indirect subsidiary of the company, which was sold to the BASF
group under agreements made by the company in March 1985, The company has been named as a defendant in some of these
actions, which allege that the marketing of the product Synthroid did not comply with consumer protection and business practice
laws. A revised settlement by Knoll of most of the consumer actions and claims of insurers and state attorneys general has been
approved by the federal court in Hlinois, but is subject to certain appeals. Actions aisc have been filed against Knoll by various insurers
and state attorneys general and some additional claims have been asserted against the company. The company asserts that the
relevant courts in North America have no jurisdiction over it in these cases and this has been appraved by a state court in flinois. In the
light of current information, the directars believe that the company has good defences to claims concerning Synthroid including any
that might be brought by BASF and, while the outcome of such claims remains uncertain, they believe that it should not have a
material adverse impact on the group.

26 Pensions
The group operates pension schemes throughout the world, most of which are final salary (defined benefit} schemes, and are
fully funded.

The principal UK pension scheme is Boots Pension Scheme. The independent scheme actuary carried out the latest valuation of the
scheme as at 1st April 1998 using the projected unit method. The financial assumptions were derived from market yields on bonds at
the valuation date. The three year actuarial valuation, as at 1st April 2001, is being completed. The key assumptions used in the st
April 1998 valuation for accounting purposes and the resulting funding level are given below.

Pension increases 3.0% p.a.
General pay increases 4.5% pa.
Investment return 6.5% p.a.
Market value of assets £2,025m
Value of accrued liabilities £1,674m
Funding level 121%

The pension charge for the year was £5im {2000 £5m). This arises as a resuit of the reguiar cast of pensions being affset by
amortisation of the surpluses disciosed by the 1888, 1982 and 1828 valuations and increased by the amortisation of the deficit in
respect of the 1995 valuation. The surplus disclosed at the 1998 valuation is being recagnised over approximatety 13 years, the
expected average remaining service life of members. The remaining amertisation periad of the surpluses/dericits disclosed at the
1889, 1992 and 1985 valuations are approximately one, five. and eight years respectively.

The company contributed 10% of pensionable salaries for the year which amounted to £52m. A pension prepayment of £42m (2000
provision £5m) is included within other debtors (2000 other creditors). The company has also prepaid £50m of the contributions for
. the vear ended 37st March 2002 raising the total pension debtor to £32m.

in common with other companies, additional pension arrangements (defined benefit) exist for those more recently recruited senior
axecutives whose benefits, relative (0 long serving staft, are subject to statutary restrictions.

Y

New empioyees from 1st October 2000 are oifered membership of a defined contribuzion pension arrangement. After five years
mempership of this ptan, employees nave the opportunity te join the derined benefit scheme. Further detaiis of this scheme are given
in the financial review on page 20.

Comments on the impactof FRS17 on the nension fund valuation are contained in the financial raview on page 20.
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27 Staff numbers and costs
The average number of persons employed by the group during the year

was as follows: 2001 2001 2000 2000
Number of Full time Number of Full time
heads  equivalents heads equivalents

Continuing operations

Boots The Chemists 60,268 37,185 62,133 38,238
Boots Retail international 1,343 1,204 961 792
Boots Opticians 4,378 3,366 4,349 3,319
Halfords 10,043 6,482 8,721 8,157
Boots Properties 74 73 80 78
Boots Healthcare Internationat 2,310 2,241 2,378 2,291
Boots Contract Manufacturing 4,000 3,907 4,021 3.823
Group Strategic Initiatives 384 324 194 175
Central 760 717 788 742
Total 83,560 55,499 84,695 55,615

Total number of persons employed by continuing operations at 31st March 2001 was 80,529 heads, 53,664 full time equivalents
{2000 85,115 heads, 55,272 fuil time equivalents).

2001 2000

The aggregate payroll cost was 3as follows: Em £m
Wages and salaries 907.2 887.0
Sacial security costs 66.0 66.2
Qther pension costs 7.5 6.9
980.7 960.1

28 Remuneration of directors and directors’ shareholdings
Details of the remuneration, shareholdings and share options of the directors are included in the board remuneration report on pages

2810 33.

29 Related party disclosures
During the year the group had no material transactions with related parties other than the transfer of assets and costs of £14.3m to

Digital Wellbeing Ltd.
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Percentage Counry of
Purcentoge held by incorgoration
held by subsidiary where operating
Principal aceivities parent unciestakings overseas
Parent
The Boots Company PLC Manurfacturing, marketing
and distribution of
heaithcare and
consumer products
Subsidiary undertakings
(incorporated in Great Britain)
BCM Ltd. Manufacturing 100
pharmaceuticals and
consumer products
Boots Development Properties Ltd. Property devetopment 100
Boots Healthcare International Ltd. Marketing consumer 100
products
Boots Opticians Ltd. Registered opticians 100
Boots Properties PLC Property holding 100
Boats The Chemists Lid. Retail chemists 100
Crookes Heaithcare Ltd. Marketing consurner 100
products
Halfords Ltd. Retailing of auto parts, 100
accessories and bicycles
and car servicing
Optrex Lid. Marketing consumer 100
products
Boots Health and Beauty Ltd. Healthcare services 100
Boots Dentalcare Lid. Heailthcare services 100
Boots Retail (Taiwan) Ltd. Retailing 100
Subsidiary undertakings Activities refer to
(incorporated overseas) healthcare and/or
consumer products unless
otherwise indicated
Boots Healthcare Australia Pty. Ltd. Marketing 100 Australia
Boots Healthcare Products (Austria) GmiH Marketing 100 Austria
Boots Healthcare SA NV Marketing 100 Belgium
Boots Healthcare SA Marketing 100 France
BCM Cosmetique SA Manufacturing and 100 France
marketing (M&M)
Laboratoires Lutsia SA M&M 100 France
BCM Kosmetik GmbH M&M 100 Germany
Hermal Kurt Herrman oHG M&M 100 Germany -
Boots (Retail Buying) Ltd. Buying 100 Hong Kong
Boots Piramal Healthcare Ltd. Marketing 60 India
Boats Healthcare Ltd. Marketing 100 Ireland
Boots Healthcare S.p.A. M&M 100 Italy
The Boots Company Japan K.k. Marketing 100 Japan
Boots Investments Ltd. Investment company 100 Jersey
Boorts Trading {Malaysia) Sdn. Bhd. Marketing 100 Malaysia
Boors Healthcare BV Marketing 100 Netherlands
Boots Healthcare New Zealand Lid, Marketing 100 New Zealand
The Boots Company (Philippines) Inc. Marketing 100 Philippines
The Boots Company (Far East) Pte. Ltd. Marketing 100 Singapore
Boots Healthcare S.A. Marketing 100 Spain
Boots Healthcare (Switzerland) AG Marketing 100 Switzerland
The Boots Company (Thailand) Ltd. Marketing 100 Thailand
Boots Retail (Thailand) Lid. Retailing 100 Thailand
Boots Healthcare USA Inc. Marketing 100 USA
Joint Ventures
Boots MC Company k k. Retailing 31 Japan
(Jointly controlled with iMitsubishi Corporation)
handbag.com Lid. internet portat 50 UK
(Jointly controiled with Hollinger Telegrapi New Media Ltg.)
Digital Weilbeing Lid. g-business 80 UK

{Jointty controiled with Granada Meaia Group Lta.)

Percentages relate 1 hoidings of ordinary share capital.
Minoriy sharenolders have quity and ncn-sguity holdings in Boots Piramal Healthcare Lta., incerporated in Ingia.
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Profit and loss account 2001 2000 1999 1998 1997
£m &m £m Em £m
Group turnover 5,220.9 5.187.0 5.0446 50218 4,578.0
Group operating profit before exceptional items 603.1 5733 564.1 538.0 431.8
Share of operating loss of joint ventures (23.1) (8.4) (1.7) - -
Tatal operating profit before exceptional items 580.0 5064.9 562.4 5380 491.8
Operating exceptional items (50.5). (22.0) (76.3) 55 8.6
Total operating profit including joint ventures 529.5 542.9 486.1 543.5 500.4
Other exceptional items (38.4) 129 {314.0) (126.8) 28.3
Profit on ordinary activities before interest 491.1 555.8 1721 416.7 526.7
Net interest 1.1 5.9 (1.8) 15.2 44 4
Profit on ordinary activities before taxation 492.2 561.7 170.3 4319 5711
Taxation (158.8) (162.5) (146.3) (168.2) {(178.3)
Profit on ordinary activities after taxation 3334 399.2 24.0 2627 392.8
Minarity interests 0.2) 0.2) 0.1) 1.3 0.5
Profit attributable to shareholders 333.2 3980 23.9 264.0 393.3
Dividends (231.8) (221.7) (214.5) (203.4) (586.1)
Profit/(loss) retained 101.6 1713 (120.6) 60.6 {(192.8)
Total recognised gains and losses 2001 2000 1989 1998 1997
Em Em £m £m £m
Profit for the financial year atributable to shareholders 333.2 389.0 23.9 264.0 3933
(Deficit)/surplus on revaluation of properties (1.8) (3.3) (1.4) (1.4) 27.1
Impairment [osses on revalued assets 0.1) (1.1) (1.7) - -
Currency translation differences 6.1 (6.6) 3.0 (13.7) (10.4)
Other net gains - - 0.4 - 0.3
Recognised gains and losses for the year 337.4 388.0 24.2 248.9 410.3
Movements in shareholders’ funds 2001 2000 1999 1998 1997
£m £m Em £m Em
Recognised gains and lasses for the year 3374 388.0 24.2 2488 410.3
Dividends (231.6) (221.7) (214.5) {(203.4) (586.1)
New share capital subscribed 0.9 0.5 8.8 11.8 7.7
Repurchase of shares - (95.4) - - (300.0)
Goodwill refating to acquisitions prior to 1st April 1998 - - (1.4 (189.3) (124.5)
Goodwill released on disposal of businesses 17.9 - 312.2 121.5 4.4
Scrip dividends - ~ - 278 8.3

Increase/(decrease) in shareholders’ funds 124.6 71.4 129.3 17.3 (579.9)
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Balance sheet

2001 2000 1999 1998 1997
Em Em Em £m tin
Fixed assets (excluding investments) 2,117.4 1.861.3 1.853.0 1.694.2 1,803.5
Investments 140.7 147.2 112.4 2.6 0.5
Net current assets 210.5 367.0 71.2 264.2 184.4
Creditors: Amounts falling due after more than one year (451.9) (489.2) {(230.7) (258.6) (274.9)
Provisions far liabitities and charges (39.8) (26.9) (25.3) (31.5) (80.0)
Net assets 1,976.9 1.853.5 1,780.6 1,650.9 1,633.5
Represented by.
Shareholders’ funds 1,876.2 1.851.6 1,780.2 1.650.9 1,633.6
Minority interests 0.7 1.9 04 - ©.1)
1,976.9 1.853.5 1,780.6 1,650.9 18335
Cash flow statement 2001 2000 1699 1998 1997
fm £Em £m £m Em
Cash inflow from operating activities 664.4 753.7 601.9 605.6 5151
Returns on investment and servicing of finance (22.8) (9.8) (24.9) (10.5) 381
Taxation (167.4) (154.4) (112.4) (232.8) (174.4)
Capital expenditure and financial investment (405.0) (221.0) (458.5) 8.1 (169.8)
Acquisitions and disposals (32.7) (2.6) 55.2 (190.4) (40.4)
Equity dividends paid (224.0) (216.3) (207.1) (563.3) (163.8)
Cash (autflow)/inflow before use of liquid resources and financing (187.3) 149.6 (145.8) (382.3) -
Management of liquid resources 305.2 (283.6) 122.8 371.8 288.5
Financing (71.4) 172.8 28.2 (8.8) (258.1)
Increase/(decrease) in cash 46.5 38.8 5.2 (18.2) 30.4
Statistics 2001 2000 1999 1998 1997
Sales growth from continuing operations - 0.7% 5.6% 5.9% 11.7% 13.8%
Return on shareholders’ funds befare exceptional items 22.1% 22.6% 23.7% 23.6% 16.3%
Earnings per share 37.9p 45.0p 2.6p 29.0p 42.9p
Earnings per share before exceptionai items 46.6p 45.4p 42.9p 42.6p 39.5p
Net (debt)/funds (Em) (410.2) (237.6) (294.8) (149.4) 2295
Capital expenditure (Em) 241.6 252.8 365.4 276.6 228.8

Return on shareholders' funds is calculated as profit on ordinary activities before exceptional items and after taxation as a percentage

of opening shareholders’ funds,

Shareholder vatue 2001 2000 1999 1998 1897
Dividend per share 26.3p 25.2p 23.8p 22.3 64.7p
Dividend cover before exceptional items 1.8 1.8 1.8 1.2 06
Share price:

Highest 649p 884p 10700 S63p 701p
Lowest 479p 457p 836p 876p 5583p
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2001 2000 1999 1998 1937
£m £in £ tm £m
Turnover, including inter-segmental turnover:
Boots The Chemists 3.991.5 3,878.8 3.8231 3.573.7 313.5
Boots Retail International - group 37.4 30.2 15.8 5.2
- share of joint venture 4.7 23 - - -
Boots Opticians 196.1 185.7 194.3 182.9 148.1
Halfords 508.5 492.6 457.3 435.0 412.8
Boots Properties - Development 0.6 45.9 4.8 49.4 0.5
- Investment 39.1 93.6 1.5 100.2 101.8
Boots Healthcare international 362.0 3271 308.4 2737 243.4
8oots Cantract Manufacturing 3269 321.1 302.8 3148 258.5
Group Strategic Initiatives - Internet Ventures 1.9 0.8 - - -
- Wellbeing Services 8.5 1.9 - ~ -
Operating profit before operating exceptional items:
Baots The Chemists 526.1 491.8 461.8 4438 428.5
Boots Retail International - group (33.4) (27.6) (19.2) (21.2) (8.3)
- share of joint venture (10.5) (5.8) 1.7 - -
Boots Opticians 4.0 11.2 145 17.0 13.8
Halfords 37.0 452 40.3 34.2 26.8
Boots Properties - Development 0.6 2.5 0.2) 8.8 -
- Investment 55.4 59.8 83.4 67.2 721
Boots Healthcare International 49.2 24.0 15.3 1.2 (6.6)
Boots Contract Manufacturing 35.2 252 243 247 197
Group Strategic Initiatives - nternet Ventures (22.1) 6.9) - - -
- Welibeing Services (20.7) (13.2) (0.8 - -
Capital expenditure:
Boots The Chemists 126.2 118.9 251.4 146.8 88.3
Baats Retail International 7.3 1.2 9.0 43 1.1
Boots Coticians 10.8 7.8 10.4 7.8 8.9
Halfords 38.5 20.6 15.5 14.9 12.3
Boots Properties 10.5 64.4 526 61.6 63.8
Boots Healthcare International 5.3 5.1 8.4 7.4 11.0
Boots Contract Manufacturing 12.9 18.0 205 26.5 31.4
Group Strategic Initiatives - Internet Ventures 0.6 - - - -
- Weltbeing Services 29.5 8.8 - - -
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Annual general meetings

The annual general meeting will be held at 11.00 am on Thursday, 26th July 2001 at the Queen Elizabeth It Conference Centre,
Broad Sanctuary, Westminster, London. Each shareholder is entitled to attend and vote at the meeting, the arrangements for which
are described in a separate notice.

The proposed date of the annual general meeting next year is 25th July 2002,

Dividend payments

The propaosed final dividend (if approved) wilt be paid on 17th August 2001 to shareholders registered on 15th June 2001, Most
sharehiolders (excluding thase in Canada and the USA) will have the opportunity to reinvest their cash dividend in existing shares
bought on the London Stock Exchange through a dividend reinvestment plan. All applications o join that plan or amend existing
instructions under it must be received by the company's registrars by 5.00 pm on 27th July 2001,

The expected dividend payment dates for the year to 31st March 2002 are:

interim dividend February 2002
Final dividend August 2002
Results

For the year to 31st March 2002

Interim results announcad November 2001
Interim statement circulated November 2001
Preliminary announcement of full year resutts May 2002
Annual report circulated June 2002

Capital gains tax
For capital gains tax purposes. the market price of the company’s ordinary shares of 25p each on 31st March 1382 was 112.5p.

Low cost share dealing services )

Details of special low cost dealing services in the company's shares may be obtained from:

- Hoare Govett Limited (telephone 020 7678 8300) Hoare Govettis requlated by the Securities and Futures Authority.

- Natwvest Stockbrokers Limited (telephione 020 7600 2050) a member of the London Stock Exchange and reguiated by the
Securities and Futures Authority.

Both Hoare Govett Limited and Natwest Stockbrokers Limited have approved the references to them for the purposes of
section 57 of the Financiat Services Act 1986.

Registrar and transfer office
Computershare Investor Services PLC, PO Box 82, The Pavilions, Bridgwater Road. Bristcl BSS3 7NH. Telephone 0870 702 0148.

Company secretary and registered office
M | Qliver; The Boots Company PLC, Nottingham NG2 3AA. Telephone 0115 950 8111,
The Boots Company PLC is registered in England and Wales (No. 27657).

Analysis of shareholders at 31st March 2001

Sharenotding range Number % Totat holding %
1-500 52.002 38.84 12,365,075 1.37
501-1,000 32.38¢ 24.20 24,698,665 2.75
1,001-10.000 46,751 34892 118,287,535 1335
10,001-100.,000 2,169 1.62 53,185,485 5.91
100.001-1.000.000 437 0.33 142,147,689 15.80
QOver 1,000.000 125 0.09 548,850,356 51.02

133.883 i00.00 899,514,815 100.00
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